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TRUST SERVICE 
in St. Louis 
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For more than three decades the Trust Depart- 
ment of Mercantile-Commerce has been rendering 
responsible and efficient fiduciary service in St. 
Louis. Extensive facilities have been developed. 
The department is experienced in every phase of 
corporate and individual trust work. 


We invite inquiries from banks, corporations or 
individuals desiring any form of fiduciary repre- 
sentation in this territory. 


Mercantile-Commerce 
Bank and Trust Company 


Locust ~ Eighth~ St. Charles 
St. Louis 


Member Federal Deposit Insurance Corporation 
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If you contemplate establishing a 


banking connection in Philadelphia 


the Girard Trust Company invites 


your consideration of its facilities. 


GIRARD TRUST COMPANY 


EFFINGHAM B. MORRIS ALBERT A. JACKSON 
Chairman of the Board President 
BROAD AND CHESTNUT STREETS, PHILADELPHIA 


Member Federal Reserve System 
Member Federal Deposit Insurance Corporation 
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RESOURCES 


Cash and Due from Banks $120,841,084.48 
U. S. Government Securities 243,046,417.21 


(Includes Bonds Guaranteed by the United 
States Government) 


State and Municipal Bonds 26,733,802.95 
Stock of Federal Reserve Bank ... 1,936,050.00 
Other Securities 53,922,671.02 
Loans and Bills Purchased 192,358,264.07 
Mortgages 23,920,357.63 
Banking Houses 15,005,700.00 
Other Real Estate Equities 5,092,589.96 
Customers’ Liability for Acceptances —_17,879,035.80 
Accrued Interest and Other Resources 2,453,086.62 


$703,189,059.74 


LIABILITIES 


$ 32,935,000.00 
Surplus and Undivided Profits... . 12,865,095.41 
Capital Notes 25,000,000.00 
Reserves 17,237,131.90 
Dividend (Payable April 1, 1936) . . 411,687.50 
Outstanding Acceptances 18,947,094.62 
Deposits ccatevcee Geran 


$703,189,059.74 


HARVEY D. GIBSON, President 


Head Office: 55 Broad Street, New York City 


Member Federal Reserve System 
Member New York Clearing House Association 
Member Federal Deposit Insurance Corporation 





Trust Department Regulation 


ITH the issuance this month, by 

the Board of Governors of the 
Federal Reserve System, of Regula- 
tion F governing trust departments 
of national banks, a major step was 
taken in further unifying the high 
standards which distinguish the 
conduct of the corporate fiduciary. 
In general, these new regulations are 
highly commendable in their ob- 
jectives and character, and, as a 


reflection of policies which have long 
governed the great majority of es- 
tablished trust departments, are a 
welcome addition to the “policing” of 


the fiduciary privilege. Especially 
commendable is the inclusion of the 
Statement of Principles of Trust In- 
stitutions, a practical code of ethics 
recognizing the professional nature 
of fiduciary obligations; the incorpo- 
ration of restrictions on granting of 
trust powers, and the emphasis on 
qualification of operating personnel 
and supervision of trust investments. 
The possibility of extending this 
process of unification has been con- 
sidered, under the authority of the 
Federal Reserve Board and the Fed- 
eral Deposit Insurance Corporation, 
to the extent that requirements are 
not in contravention of State laws. 
The Regulations constitute a chal- 
lenge to those States which have been 
remiss in the formulation of adequate 
protective statutes, and point the way 
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to uniformity of certain require- 
ments. Study of the trust laws of the 
various States reveals, in all but a 
few instances, a failure to distinguish 
between “trust companies,” with their 
several services, and trust depart- 
ments or powers as they may be in- 
cluded in state or savings banks or 
trust companies, and is _ probably 
traceable to demarcations in functions 
which have long ceased to exist. The 
result is often ambiguity or duplica- 
tion of provisions for the several types 
of banking institutions. Some of the 
States have, however, shown a keen 
appreciation and understanding of 
trust and estate administration and a 
tendency is noted toward functional 
regulation and inclusion in certain 
statutes of conservative and proven 
safeguards for fiduciary funds. While 
the limitations of law, inasmuch as 
they result in confusing interpreta- 
tions, unnecessary expense or a false 
sense of security, are obvious, con- 
sideration might well be given to the 
imposition of recognized standards of 
fiduciary work by State statutes. The 
generally prevailing dearth or incon- 
gruity of State statutory qualifica- 
tions is obvious from review of some 
of the main features of the new Fed- 
eral Reserve regulation. 

Trust charters are still granted, in 
many States, either as a corollary of 
banking charters or with no other 
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restrictions than the approval of the 
Superintendent of Banks, and usually 
require only compliance with trust 
company laws which frequently make 
but nominal distinction of fiduciary 
powers. Some of the States require 
either special consideration of trust 
powers as to the character and re- 
sponsibility of incorporators and po- 
tentiality of the field for trust services, 
higher capitalization, or deposit of 
securities with State authorities. 
Separate allocation of capital to the 
trust department is required in Cali- 
fornia and Michigan. 

“Trust” or “Trust Company” titles 
are given banks by a number of States 
simply as a concomitant of incorpora- 
tion under bank or trust company 
charter, whether or not they act in 
fiduciary capacities. In some States 
the trust title is either restricted to 
those institutions organized under 
distinct trust company laws or re- 
quired to be used by all having fiduci- 
ary powers. In only one reporting 
State is there the requirement that the 
trust title, as well as trust powers, will 
be revoked by failure to exercise 
within a given period. 

Another major feature of the new 
Federal Reserve regulations is that 
requiring annual audit of the trust 
department by a committee of direc- 
tors. This would appear to be an ex- 
pensive duplication of work per- 
formed by the various governmental 
regulatory bodies, and in many insti- 
tutions by the continuous audit of the 
comptroller’s department. No State 
has reported such a requirement as 
applied particularly to the trust de- 
partment, though a few interpret the 
required institutional examination by 
directors to include general review of 
trust operations. 

There are a number of States which 
have not yet made provision for se- 
curing trust funds awaiting invest- 
ment or distribution, deposited in the 
commercial department of the trustee 
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bank, by deposit of specified securities 
with the trust department. In a few 
States (including Pennsylvania), such 
deposits are not permitted in the trus- 
tee bank’s commercial or savings de- 
partment. 

Indiana is the only State which has 
reported the inclusion of the State- 
ment of Principles of Trust Institu- 
tions as a part of the trust department 
regulations, though the inclusion of 
this Statement in the Federal Reserve 
regulations may set an example to 
other supervisory bodies. 

While only a few States have a stat- 
utory prohibition on the purchase or 
sale of trust assets to or from the trus- 
tee bank, its directors, officers or em- 
ployees, this practice has not been 
followed by the great majority of trust 
departments, and is often restricted 
by State ruling or court decision. Some 
difficulty may arise from the indefi- 
niteness of the interpretation of what 
constitutes affiliated interests. 

Restatement of the principle that 
trust books and assets must be kept 
separate and distinct from other as- 
sets of the bank and other trusts, is a 
primary rule of trusteeship which has 
not yet been adopted in law by all 
States. 

It is understood that the Federal 
Reserve Board of Governors is at 
present studying the composite or 
“common fund” plan of trust invest- 
ment, though the recent revision con- 
tains no modification of restrictions 
on “collective” investment. The pres- 
ent regulation, limiting the use of 
mortgage “pools,” has failed to recog- 
nize the possible advantages of such 
pools to the beneficiary, and further 
consideration should be given to prop- 
er protective restrictions of such 
funds, rather than to their practically 
complete elimination, particularly 
since, under adequate limitations, 
such pools have been successfully op- 
erated in several States. 





The Outlook for Interest Rates 


Effect of Fiscal Powers of Federal Government 


DR. JULES BACKMAN 
Economic Consultant, New York City 


HE most important problem facing 

investors and managers of invest- 
ment funds continues to be the outlook 
for interest rates. The solution of this 
problem is a necessary preliminary to the 
formulation of the investment policy to 
be followed by individuals, corporations, 
fiduciaries, banks, etc. If the outlook, as 
some believe, is for higher interest rates 
then it would be advisable to keep funds 
uninvested or to withdraw them from 
investment in high grade interest bear- 
ing securities. If, on the other hand, we 
can expect the present abnormally low 
levels to be maintained then a different 
policy will be dictated—keep your funds 
invested and also invest them in long 
term rather than short term securities. 
The writer believes that the latter con- 
dition—namely, low interest rates—will 
most likely prevail for various reasons. 


Motive Force and Means 


The trend of interest rates is deter- 
mined by the volume of surplus reserves ; 
and the amount of surplus reserves will 
be largely determined by the policy of 
the Treasury. The latter represents the 
motive for low interest rates while the 
former represents the means by which 
this motive is carried out. The above may 
appear to be an oversimplified statement 
of the forces affecting interest rates but 
a careful analysis shows that the other 
factors which have contributed to the 
pressure of idle funds have been and can 
only be effective through their influence 
on the volume of surplus reserves. 

In this connection it should be noted 
that the primary factor determining in- 
terest rates in the United States is not 
the size of the gold stock but rather the 
level of surplus reserves. It is only when 


gold movements are reflected in reserve 
balances that they become a significant 
factor in the determination of interest 
rates. Thus, if an outflow of gold of 
$1,000,000,000 should occur, it would not 
necessarily mean that interest rates 
would be very vitally affected. In the first 
place, even if the entire loss were re- 
flected in a reduction of excess reserve . 
balances, the latter would decline by only 
$900,000,000* and would still remain at 
the abnormally high level of $1,900,000,- 
000 (as compared with $2,800,000,000 at 
the present time). In the second place, as 
will be noted below, the Treasury has 
several means at its disposal to offset any 
effect that this outflow might otherwise 
have on reserve balances. 


Government Fiscal Factors 


The answer to the question—what is 
the outlook for interest rates—depends 
upon the outlook for surplus reserves and 
that, in turn, depends upon the will of 
the government. The government’s posi- 
tion will be conditioned by three fac- 
tors:—the financing necessary to meet 
the deficit, the large floating debt which 
must be funded in the next four years, 
and the belief that low interest rates are 
a stimulus to business recovery. The first 
two are probably the more important 
because they directly touch the purse of 
the government. 

Large excess reserves and low money 
rates have a double advantage to the 
government—the Treasury is enabled to 
finance its needs more cheaply and pres- 
sure is put on the banks to buy govern- 
ment securities since no other large alter- 


* (The decrease in deposits of $1,000,000,000 would 
decrease legal reserve requirements by $100,000,000; 
hence the decrease in excess reserves would be 
$900,000,000.) 
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native outlets are available. The low in- 
terest rate on the floating debt, of which 
$15 billion must be refinanced by 1940, 
has been an important factor in keeping 
the Treasury’s total interest expenditure 
from rising proportionately with the in- 
crease in the national debt. If, when 
these securities mature, interest rates 
should be materially higher, it is obvious 
that the interest charges of the Treasury 
would be raised substantially. It is, there- 
fore, to the Treasurer’s interest to keep 
money rates low at least until the deficit 
financing is completed and the floating 
debt has been funded. 


Government’s Powers Over Rates 


The more important powers in the 
hands of the government, or its legally 
constituted agencies, to control the level 
of interest rates arise from, first, influ- 
ence on the credit base through: 


1. Open market operations 
2. Changing reserve requirements 
3. Discount rate, warnings, and moral 
suasion 
4, Treasury operations 
a. Utilization of silver profit 
b. Utilization of free gold 
c. Shifting of Treasury balances 
5. Stabilization fund 
6. Social Security Act 


Second, Direct Influence on Interest 
Rates: 


1. Rate of Interest paid on demand de- 
posits 

2. Rate of interest paid on time deposits 

3. Housing—Federal Housing Adminis- 
tration 

4, Railroads — Reconstruction Finance 
Corp. 


In the following analysis the aim is to 
indicate the complete control which the 


government, directly or through its 
agencies, has over the money market, 
and therefore no attempt will be made 
to trace through the mechanisms of treas- 
ury operations, open market operations, 
etc. The controls which can be exercised 
over the level of reserve balances are 
indicated in the first group which lists 
the powers of the Treasury and the Board 
of Governors of the Federal Reserve Sys- 
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tem to influence the credit base. The use 
of open market operations is fairly well 
known and needs little comment. As the 
Federal Reserve Banks buy government 
securities, there is a tendency for reserve 
balances to increase and vice versa. It is 
pointed out in the 1935 Annual Report 
of the Reserve Board, however, that when 
the open market operations are used as 
a precautionary measure to reduce the 
level of reserve balances and there is no 
intention to tighten up the market, it 
has certain limitations: 


“There are two risks in this method (open market 
operations): First, that it may be a shock to 
the bond market, inducing sales of securities by 
banks all over the country; second, that, how- 
ever, it may be explained publicly, it may be mis- 
construed by the public as a major reversal of 
credit policy, since this method has never been 
employed except as a means of restraint, which 
is not desired at this time.” 


That the Reserve Banks will sell securi- 
ties in order to reduce excess reserves 
seems unlikely so long as the Treasury 
continues to need new funds to meet 
budgetary deficits and so long as the 
large funding operations mentioned 
above are not completed. 


Federal Reserve and Treasury Operations 


The power to change reserve require- 
ments was given to the Federal Reserve 
Board even before the passage of the 
Banking Act of 1935. Until the passage 
of that Act, however, it was available 
only as an emergency device and under 
certain restricted conditions. Under the 
Banking Act of 1935, the Board of Gov- 
ernors is given the power to double re- 
serve requirements if, in its discretion, 
it feels that such a step is desirable. It 
should be noted that if this power were 
fully exercised, at the present time, it 
would just about absorb all the existent 
excess reserves. Whether the Board of 
Governors will raise reserve require- 
ments is difficult to say with any degree 
of finality. It is unlikely, however, if it 
should exercise its power, that it will 
raise reserve requirements enough to ab- 
sorb more than a fraction of the excess 
reserves. 

The Reserve Banks can also exercise 
some influence over the level of reserve 
balances by the use of the discount rate, 
warnings and moral suasion. None of 
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these methods would give it an exact con- 
trol and hence need not be given much 
attention in this discussion. They are 
merely included in order to indicate how 
completely control can be exercised, if 
necessary. 

Although theoretically the Board of 
Governors of the Federal Reserve Sys- 
tem is independent of the Treasury, in 
practice, it seems highly unlikely that 
the Board would do anything which 
would make it more difficult for the 
Treasury to carry out its financing opera- 
tions. In any event the Treasury, through 
its diversified operations, through the 
Stabilization Fund and through the 
Social Security Act, when it becomes 
effective, has it within its power to un- 
dertake actions which would more than 
offset anything which a recalcitrant Re- 
serve Board might do. Thus, if an out- 
flow of a billion dollars of gold should, 
for some unforeseeable reason, take 
place, the Treasury has at its disposal 
the large profit on its silver operations, 
$450 million of free gold and deposits of 
about $600 million at the Federal Re- 
serve Banks which it can utilize to more 


than offset any such outflow of gold. 
The profit on the silver operations 
could be realized by issuing silver certifi- 
cates to cover the amount involved. The 
government could then spend these cer- 
tificates in the ordinary course of its 


operation. The new money would be 
forced into circulation, and since it is 
not needed, the currency would return to 
the banks and thus be utilized to build 
up reserve balances. The free gold could 
be used to build up reserve balances in 
the following manner: the Treasury 
would issue gold certificates and deposit 
them at the Reserve Banks, receiving in 
return a credit on the latter’s books. As 
the government spends these credits, re- 
serve balances and excess reserves would 
tend to increase. 


Use of Stabilization Fund 


In addition, through the utilization of 
the Stabilization Fund, for which $1,800,- 
000,000 in gold is earmarked, the Treas- 
ury has another powerful weapon with 
which to offset any decreases in excess 
reserves. As the Stabilization Fund 
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spends these funds, there will be a tend- 
ency for a corresponding increase in 
reserve balances to take place. (Excess 
reserves will increase by an amount 10% 
smaller than an increase in total reserve 
balances). 

The Treasury could also prevent an 
outflow of gold from having any effect 
upon the level of reserve balance by fur- 
nishing the required gold directly from 
the holdings of the Stabilization Fund. 
If this is done, there would, in all proba- 
bility, be a slight increase in the level 
of excess reserves. This increase would 
occur if individuals should draw on their 
deposits in order to secure the gold. The 
withdrawal of deposits would tend to 
reduce legal or required reserves at a 
time when total reserves may not have 
changed. The net result would be an in- 
crease in surplus reserves to the extent 
of approximately 10 percent of the out- 
flow of gold which was being insulated 
by the Stabilization Fund. 

The Stabilization Fund can also oper- 
ate to buy government securities. When 
it buys government securities it sets into 
motion two sets of forces which would 
tend to lower interest rates. In the first 
place, the amount of excess reserves is 
increased by such operations and second- 
ly, government bond prices are forced up- 
ward (which means that the yields go 
downward) as a result of such large scale 
buying. In connection with the purchase 
of government bonds, it should also be 
kept in mind that the government 
through its other agencies such as the 
F. D. I. C., the Postal Savings Banks, 
etc., can also enter the market to pur- 
chase government bonds. Another factor 
is the Thomas Amendment to the Agri- 
cultural Adjustment Act of 1933, under 
which the Reserve Banks are authorized 
to buy three billion dollars of govern- 
ment securities from the government 
when, as, and if necessary. Of course, 
such an action would also lead to a fur- 
ther increase in excess reserves with the 
consequent pressure on interest rates. 


Effect of Recent Legislation 


The sixth suggested method of control 
over the level of reserve balances is 
through the operation of the Social Se- 
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curity Act. How such a control would 
work was discussed in a recent article * 
in which it was pointed out that the con- 
trol could be exercised through a lag be- 
tween the receipt of funds and their in- 
vestment and by the purchase of special 
obligations from the Treasury, which 
agency, in turn, would not use these 
funds but rather keep them idle. 

While control over excess reserves is 
the most important method of influenc- 
ing the broad level of interest rates, the 
government has been given, and has as- 
sumed, the power to force downward in- 
terest rates on specific types of loans. 
Thus, under the Banking Acts of 1933 
and 1935, the payment of interest on de- 
mand deposits has been prohibited and 
control over the rate paid on time de- 
posits has been placed in the hands of the 
Board of Governors of the Federal Re- 
serve System. These powers have also 
been utilized by the F.D.I.C. in con- 
trolling the rate of interest paid by non- 
member banks. By the ability to force 


downward the rate of interest on time 
and savings deposits, the government has 


been given a valuable instrument through 
which it can create pressure to lower in- 
terest rates. 

Through two other agencies of the gov- 
ernment, additional powers to lower in- 
terest rates are made available. Thus, the 
Federal Housing Administration, by lim- 
iting the amount of interest that must 
be paid by builders of residential homes 
on mortgages (guaranteed by itself) has 
set into motion forces which tend to limit 
the maximum amount that must be paid 
for that kind of building money. In such 
circumstances, it becomes necessary for 
the private builders and the mortgage 
market to meet the competition of the 
government and to lower interest rates 
accordingly. 

The R. F. C., has, on several occasions, 
indicated its desire for lower interest 
rates. The recent episode of the Great 
Northern Railway financing, in which the 
R. F. C. insisted that the interest rate 
(5%) at which the bankers agreed to 
float the company’s bonds was too high 
* (For a further discussion of how this mechanism 

would operate, the reader is referred to ‘“The Social 


Security Act and Credit Control’’ by the writer in 
Trust Companies of March, 1936.) 
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and offered to underwrite a bond issue 
(the company has accepted this offer and 
is saving 1% thereby) at a lower rate of 
interest, is an interesting illustration of 
an exercise of the government’s power to 
control interest rates directly. It is also 
an instructive example of what might be 
done on a large scale for other industries, 
if necessary, in order to keep interest 
rates low. 

This brief description indicates how 
completely the money market is under 
the thumb of the government. The gov- 
ernment not only has the power to con- 
trol interest rates, but it is to its 
interest to keep them low because of its 
financial needs and as a stimulus to recov- 
ery. A careful analysis indicates that the 


‘deficit will still be with us in 1937 (and 


probably after that date) and that huge 
maturities must be financed continuously 
through 1940. The outlook, therefore, is 
for low interest rates, during the next 
two years, and in all probability for an 
even longer period of time. 


Business Activity and Money Rates 


Two further questions must still be an- 
swered: Will a further advance in busi- 
ness recovery change this picture—will a 
change in administration alter the pic- 
ture? The answer in both cases is in 
the negative. 

It is frequently stated that if business 
activity should reach a higher level, in- 
terest rates will revert to a more normal 
level (which means that they will ad- 
vance sharply). A critical analysis indi- 
cates that it is unlikely that business will 
demand enough new funds to affect in- 
terest rates vitally at an early date. In 
the first place, the level of adjusted de- 
mand deposits of all member banks is 
higher than the record peak of 1929. And 
so long as the government deficit contin- 
ues to accumulate and continues to be 
financed through the sale of government 
securities to the banks, deposits will con- 
tinue to increase to new record high 
levels. The existence of these deposits 
has reduced the necessity for many busi- 
ness men to borrow from the banks 
(since the government has borrowed for 
them) and it is, therefore, unlikely that 
new business loans on a large scale will 
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be made. However, assuming that the 
above statement is not tenable and busi- 
ness loans increase concomitantly with a 
further recovery in business, would such 
a development mean that interest rates 
will advance sharply? In view of the 
fact that excess reserves are approxi- 
mately $3 billion and that an expansion 
in deposits of $30 billion could be sup- 
ported on this base, it seems evident that 
deposits created through new business 
loans will scarcely make a dent in the 
huge volume of excess reserves and 
hence would have little effect on the level 
of interest rates. This point can be illus- 
trated in another way. The following 
table shows the difference between loans 
of all member banks at the peak in 1929 
and on March 4, 1936, the latest call 
date: 


Loans—all member banks 
(000,000 omitted) 
Oct. 4, Mar. 4, 
1929 1936 Change 
$23,249 $10,460 —$12,789 
11,988 4,960 — 7,028 
3,152 2,301 — 851 
7,170 2,832 — 4,338 


Total loans 

Business loans.... 
Real estate loans. 
Security loans.... 


If business loans should rise to the 
peak level of 1929, deposits would ex- 
pand slightly more than $7 billion and 
this in turn would require additional re- 
serves of only $700,000,000. It should be 
kept in mind, however, that many ex- 
perts maintain that the proceeds of col- 
lateral loans and loans made to brokers 
also find their way into business and 
were, therefore, used to finance business 
activity in 1929. Assuming, for the sake 
of conservatism, that the proceeds of all 
loans do find their way into business then 
it is evident that if an expansion in total 
loans to the 1929 peak took place, loans, 
and, in turn, deposits, would rise less 
than $13 billion. This would require ad- 
ditional legal reserves of $1,300,000,000, 
or less than half of the present level of 
excess reserves. In light of the above 
analysis, it is evident that even if a sharp 
expansion in business loans and other 
loans takes place, everything else remain- 
ing equal, there would still be an amount 
of excess reserves sufficient to keep in- 
terest rates at an abnormally low level. 


Political Considerations 


As regards the effect of a change in 
national administration on interest rates, 
the above analysis should furnish the an- 
swer. Regardless of which party is in 
the saddle, interest rates will not be al- 
lowed to show any marked advance. The 
problem of funding the huge floating 
debt will face whatever government is in 
office during the next few years and un- 
der such circumstances the Treasury has 
only one course of action it can follow— 
namely, to keep money rates low so that 
the interest cost of the national debt does 
not increase more than is absolutely nec- 
essary. 

In summary, it is found that the major 
factor accounting for the recent abnor- 
mally low level of interest rates is the 
large excess reserve balances of the mem- 
ber banks. Gold imports are significant | 
only to the extent that they affect mem- — 
ber bank reserve balances. It is unlikely, 
however, that a large enough outflow of 
gold to reduce member banks reserves 
by any appreciable amount will take 
place. The government has a keen inter- 
est in keeping money rates low because 
of its need for new funds to meet the 
budgetary deficit and because of the 
large floating debt which must be funded 
during the next four years. Not only 
has the government a motive in main- 
taining low interest rates, but in addi- 
tion, it has at its disposal ample powers 
to achieve the desired ends. An expan- 
sion in business activity or a change in 
Administration will, in all probability, 
not alter the course of interest rates 
which, at the present time, is dictated by 
the needs of the Treasury. In light of 
all these factors, it seems unlikely that 
any major readjustment upward in in- 
terest rates can be expected in the next 
two years unless there is a change in 
governmental policy—and such a change 
is not foreseeable at the present time. 


The summary of condition of insured com- 
mercial banks, as of December 31, 1935, 
prepared by the Federal Deposit Insurance 


Corp., shows $600,334,000 of securities 
pledged against deposits of trust depart- 
ments, an increase over the preceding year- 
end of 36%. 
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It’s Our Job to Manage 
Estates and Trusts 


CITY BANK FARMERS TRUST 
COMPANY, America’s oldest trust 
company, whose charter marked 
the inception of corporate trustee- 
ship in this country, is today a 
trust company exclusively. It does 
no commercial banking business 
... ells no securities. Its entire 
personnel is dedicated to a single 
purpose—the care and manage- 


ment of the property of its clients. 


City BANK FARMERS TRUST COMPANY 


Chartered 1822 
22 William Street—New York 


Member of the Federal Deposit Insurance Corporation 
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Observations on Valuing of Trust Assets 


Essential Considerations in Facilitating Vault and Bookkeeping Control 


GEORGE S. VRIONIS 
Assistant Trust Officer, New Jersey Title Guarantee & Trust Company, 
Jersey City, N. J. 


Editor’s Note: In view of the existing variations in methods of phys- 
ical control of trust department account assets, the author draws perti- 
nent distinctions, from the practical rather than the theoretical viewpoint 


between values used for vault control and bookkeeping records. 


The 


following observations are based on the symposium on Valuation of 
Trust Assets for Control Purposes, published in the April issue of 
Trust Companies, and on operating experience in both moderate and 
large-sized trust departments, and are offered from the standpoint of 
facilitating the work of control, bookkeeping and examination of assets. 


HERE appears to be a wide vari- 

ance of opinion on the question of 
what is the “best” method to use in valu- 
ing trust assets for control and bookkeep- 
ing purposes and the replies to your 
questionnaire clearly indicate that no two 
methods are exactly alike. The present 
approach is from the standpoint of the 
simplifying daily routine of the operat- 
ing trust officer concerned with the phys- 
ical control of the securities and other 
assets, including the bookeeping and ac- 
counting entries incidental thereto. 

For the purpose of this discussion the 
small trust department is excluded, 
where one person handles all the daily 
routine of accounting, investment, tax 
returns and other activities that, in the 
larger banks, are handled by separate di- 
visions. 

For the purpose of this discussion we 
shall assume that tax returns,. account- 
ings and investment functions are 
handled by separate units of the trust 
department, and, although these units 
require inventory or cost, profit and loss 
figures that are readily available at all 
times, such units are not concerned with 
the bookkeeping or control valuations al- 
located to trust assets. Moreover, these 
units, concerned with the increases and 
decreases, profits and losses, must refer 
to current market values which cannot 
be continuously reflected by any book- 
keeping or control system, and :t is only 
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logical to exclude such units in consider- 
ing bookkeeping or control figures. 

It is perhaps generally understood that 
no matter what bookkeeping system is 
employed in a trust department, the 
values at which trust assets are carried, 
whether they be unit, inventory or cost, 
average, par value, etc., do not accurately 
reflect the true market value or intrinsic 
worth of such assets at any subsequent 
given time; the figures used in entering 
trust assets on the books have no prac- 
tical significance, except that they reflect 
a value at which an asset is controlled. 


Reports Favoring Unit Value 

I agree with the well-considered com- 
ments by an Illinois contributor to the 
symposium, who says, “we should follow 
a system which is not only expedient for 
our own use but will be readily under- 
stood by donors and beneficiaries of our 
trust accounts.” This contributor, in 
commenting on stocks, stated “our cus- 
tomers and beneficiaries consider their 
assets in the terms of shares. The book 
values established on our records are not 
intended to reflect the actual value of the 
assets. If we carry stocks at par value 
or no par value stocks at $1.00 per share, 
then when a security transaction takes 
place it is necessary to either refer to 
the stock certificates themselves, or to ex- 
amine our records, in order to determine 
the carrying value before any entries 
can be prepared.” 





478 


A contributor of a Minnesota national 
bank that employs the unit system for 
control purposes, states “we discontinued 
the control of securities at inventory 
values several years ago, at which time 
all trust assets were placed on addresso- 
graph plates, and we have found the new 
basis of control more economical and ad- 
vantageous. In the matter of examina- 
tions alone, it has reduced the time of 
the Bank Examiners at least three to 
four days ... the value shown on the 
plates are quickly added (after the plates 
are run off) and reconciled against gen- 
eral control, thus eliminating the neces- 
sity of inserting the inventory (cost or 
par) value of each item on the list from 
the asset card. We do not lose sight of 
inventory values or costs, however, be- 


cause we have a separate column for. 


these values on our asset cards which 
are necessary for Income Tax purposes 
and Court Accounts.” 

A contributor from a North Carolina 
trust company, who advocates the unit 
control system, points out that “If any 
other valuation is used for control pur- 
poses, it is not possible to know from 
your control values the number of ‘units 
of any particular asset that you have on 
hand and therefore your control value is 
not worthy of being called a control 
value, since it is not uniform, but repre- 
sents a cost or inventory value which, in 
one instance, may be the same for 10 
shares as it is for 100 shares or for a 
$1,000 par value as it is, for instance, 
$2,000 par value. Where various blocks of 
the same security or asset are purchased 
from time to time, at different prices, 
and the cost control value is used, as 
stated above, there is no uniform con- 
trol value per unit and it is necessary, 
when withdrawing from the books and 
the vault a part of said securities, to 
compute the average control value per 
unit before you will know what figure to 
use in withdrawing the security. .. 
Any system used should permit of the 
immediate entering on the books and 
placing under vault control the securi- 
ties received. If cost or inventory values 
are used, this could not be done until 
the securities had been inventoried and 
the values approved; in the case of a 
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voluntary trust it often takes a week or 
two to appraise all the assets received 
and, in the meantime, the securities are 
either not placed on the books but held 
in suspense, or entered on the books at 
some value to be altered later on, when 
the definite values are determined. This 
method is cumbersome and necessitates 
additional work and follow-up to see that 
the entries are ultimately made, in ac- 
cordance with the adopted system.” 

I was particularly impressed in noting 
that several contributors, who use the 
inventory or cost method of valuation of 
trust assets for control purposes, stated 
that they had no experience with any 
other method. 

A contributor from a Wisconsin na- 
tional bank, where the inventory or cost 
system is used, states “We are not en- 
tirely satisfied that this is the correct 
method, and as a matter of fact are now 
in the process of studying the advantages 
and disadvantages of the various meth- 
ods.” 


Requirements of Various Types of Accounts 

Let us analyze our bookkeeping re- 
quirements and the methods generally 
employed by trust departments in han- 
dling the various types of trust accounts. 
For the purpose of this discussion, I 
shall pass over the corporate trust ac- 
tivities and confine my remarks to the 
individual trust department which han- 
dles two broad types of services: Court 
and private trusts. 

Under court trusts, the trust depart- 
ment acts as: 


a. Executor 

b. Administrator 

ce. Guardian 

d. Testamentary Trustee 

e. Depositary under Order of Court 


Under private trusts, the trust depart- 
ment acts as: 
a. Custodian or Agent 
b. Trustee of a Living or Voluntary Trust 
c. Escrow Holder 
In any of the above mentioned capaci- 
ties, the following common types of as- 
sets are handled by the trust depart- 
ment: 
- Bonds 
. Stocks 
. Mortgages 
. Real Estate 
. Life Insurance Policies 
. Sundries (jewelry, notes, personal property, etc.) 
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In handling an estate as executor or 
administrator, one of the first things 
the trust officer must do is to marshal the 
assets and prepare an inventory, con- 
taining a full description of such assets 
and their value as of the date of death 
of the decedent. Once this inventory is 
prepared and filed with the court, the 
value of the assets as of the date of 
death is used for estate and income tax 
purposes, accounting purposes and for 
the computation of fees. The inventory 
containing the values as of the date of 
death must be referred to in considering 
the actual size of the estate for account- 
ing, tax and compensation purposes; in 
other words, the values are static and do 
not change. 

In the case of a living or voluntary 
trust the usual procedure is to attach to 
the trust indenture a schedule contain- 
ing a full description of the securities 
assigned to the trustee, which schedule 
is referred to in and made a part of the 
trust indenture. For tax purposes, two 
values are generally used: the cost of 
the securities to the donor, and the value 
of the securities as of the date of the 
creation of the trust. 

It is necessary for the trust officer 
or an assistant to ascertain the value of 
the securities as of the date of the crea- 
tion of the trust and to record such 
values either in his bookkeeping records 
or on a separate record, available at all 
times. In actual practice, where the in- 
ventory or cost valuation of trust as- 
sets is used, the trust officer will prepare 
an “Assets Acquired” ticket and allocate 
a temporary value (or no value at all) 
and lodge the securities in the vault, and 
after establishing the inventory or cost 
values, it becomes necessary to either 
alter the “Assets Acquired” ticket to con- 
form to such inventory or cost values, or 
prepare another set of tickets containing 
the actual inventory or cost value. If 
the trust department is of sufficient size 
to warrant an auditor it can readily be 
seen that the auditing department must 
follow up the temporary tickets, then at- 
tend to the adjustment of the temporary 
values when the first set of tickets is 
altered or a new set prepared. 

In the same living or voluntary trust 


SINCE 1891 
THIS INSTITUTION HAS BEEN 
ACTIVE IN ESTATE 


MANAGEMENT 


TRUST COMPANY OF GEORGIA 
ATLANTA 


a security may be sold or purchased and 
in either case an “Assets Disposed of” 
ticket or an “Assets Acquired” ticket 
must be made out, but before this can 
be done, reference must be made to the 
principal cash account or some other 
record—perhaps the broker’s advice— 
before the ticket can be prepared, as- 
suming that the bank employs the in- 
ventory or cost valuation. 

Only two persons in trust operations 
are necessarily concerned in the inven- 
tory or cost value of the assets of any 
estate or trust: the person who prepares 
accountings and the person who pre- 
pares estate and income tax returns. As 
far as the control of the assets is con- 
cerned, as I see it, the trust department 
is charged with the administration of 
certain assets at a given valuation which 
in the case of an estate is the valuation 
as of the date of death, and in the case 
of a trust, the valuation as of the date 
the trust was created, and nothing is ac- 
complished by carrying the inventory or 
cost value on our bookkeeping records, 
when it is considered that such records 
disclose the number of shares of stock, 
the principal amount of bonds or mort- 
gages and the face amount of notes and 
life insurance policies. Where there is 
an auditing department, the inventory 
or cost method of valuation of trust as- 
sets makes it very difficult to prove the 
total holdings of a trust at a given time, 
because we have odd dollars and cents to 
consider. By that I mean that an audi- 
tor, adding up the inventory or cost 
value of the trust department assets on 
an adding machine must compute the 
odd dollars and cents in the case, let us 





480 TRUST COMPANIES 


EXECUTOR x TRUSTEE *x* AGENT * GUARDIAN 


OLD COLONY 


‘TRUST COMPANY 


17 COURT STREET, BOSTON, MASSACHUSETTS 


New England’ s 


Largest Corporate Fiductary 


* 


Member of the Federal Deposit Insurance Corporation 


Allied with Tur First NATIONAL Bank oF BosTon 





TRUST COMPANIES 


say, of a $1,000 bond inventoried at 
10514 or 50 shares of stock inventoried 
at 5734. If the unit method of valua- 
tion were used, the $1,000 bond would be 
carried at $1,000 and the 50 shares of 
stock at $50. Moreover, no reference 
need be made to any other record when 
an “Assets Disposed of” ticket must be 
made to get a security. 


Records for Examination Purposes 

In many institutions, the trust depart- 
ment is examined by the directors, State 
Banking Department, and Federal Re- 
serve Bank. 

When a proof is required against our 
grand total of trust assets, contrast the 
amount of work involved if the inventory 
or cost valuation of trust assets was em- 
ployed as against the unit value. If the 
examiner wishes to prove the grand con- 
trol total to the actual assets in the vault 
all he need do is to place an adding ma- 
chine in the vault and tabulate each as- 
set, as follows: 

1. Bonds—par value 

2. Stocks—$1.00 per share 

8. Scrip certificates and rights— 
$1.00 per certificate 

4. Mortgages — principal 
due 
Notes—principal amount due 
Life Insurance Policies — face 
amount of each policy 
Sundries, such as jewelry and 
personal property—$1.00 for each 
sealed envelope containing jew- 
elry and personal property at 
$1.00 per item. 

8. Real Estate—$1.00 per deed. 


amount 


Inventory and Cost Records 

The question may be asked “How 
would you obtain a record of the pur- 
chases and sales in the case of a testa- 
mentary or living trust for the purpose 
of accounting and tax returns?” My re- 
ply is that in the case of a sale the cash 
received would be refiected in the prin- 
cipal and income cash sheets and the 
cash paid out for the securities pur- 
chased would also be reflected in the 
principal cash sheet, in the case of 
stocks and principal amount of bonds, 
and in the income cash sheet in the case 
of accrued interest on the bonds pur- 
chased. 
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In many institutions, in addition to an 
asset record, which is filed numerically 
as to each trust number, there is pre- 
pared, through a carbon, what is known 
as a “short sheet,” which is filed alpha- 
betically as to the name and type of se- 
curity. The inventory or cost value of a 
stock or bond, which is acquired or sold 
in the case of an estate, testamentary 
or living trust, may be noted on the re- 
verse side of either the asset sheet or 
“short sheet,” preferably the “short 
sheet” so that at all times any interested 
person may have before him the inven- 
tory or cost value of any asset. This 
procedure eliminates the cluttering up of 
our bookkeeping system with inventory 
or cost values in the case of bonds and 
stocks of estates and trusts and arbitrary 
values in the case of no par stocks, 
where stocks are carried at their par 


values, instead of the unit value of $1.00 ° 


per share of stock. 

Life insurance trusts should be car- 
ried in a separate capacity and the poli- 
cies should be entered on the bookkeep- 
ing records at their face value in order 
that the volume of this business can be 
easily determined, not only for the 
bank’s information, but for the con- 
venience of the various examiners. 

Since we have no need for the inven- 
tory or cost value of any securities han- 
dled by the trust department in its ca- 
pacity as custodian or agent, depositary 
or escrow holder, the question of the 
valuation of the assets of such accounts 
does not arise. 

It appears to me, from the replies re- 
ceived by Trust Companies magazine, to 
be the concensus of opinion that bonds, 
mortgages and notes should be carried 
at their face value and that real estate, 
wills and sundry assets should be car- 
ried at $1.00 per item. In many banks 
that I have visited, I found the majority 
carried life insurance policies at face 
value. There is a wide variance of opin- 
ion as to the method of valuation of 
stocks and bonds, particularly where 
such assets are held by the trust depart- 
ment as executor, administrator, testa- 
mentary trustee or as trustee under a 
living or voluntary trust. It also appears 
that most banks are not concerned with 
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inventory or cost values of the assets of 
custodian or agency accounts and that 
they carry the assets at a nominal or 
unit value. 


Uniform System for Trust Examinations 


The thought occurs to me that the Na- 
tional and State bank examiners might 
confer with the trust officers of the 
banks in their respective jurisdictions, 
to the end that a well defined, uniform 
system or method of valuation of trust 
assets may be adopted. Placing myself 


in the position of a trust examiner I 
would prefer to examine a department 
where the unit value of trust assets is 
employed for the following reasons. 

In examining the physical securities 
of a trust department, I would tabulate 
the physical securities in this uniform 
manner: 

a. Bonds—face value, regardless of 
whether such bonds were worth- 
less or not. 

Stocks, scrip certificates and 
rights to subscribe—$1.00 per 
share and $1.00 per scrip cer- 
tificate or subscription certificate. 
Mortgages — principal amount 
due. 

Notes—principal amount due. 
Life Insurance Policies — face 
amount of each policy. 
Jewelry—$1.00 per sealed enve- 
lope. 

Wills $1.00 per will. 

Real Estate—$1.00 per deed or 
parcel. 

Miscellaneous personal property 
—$1.00 per item. 

Savings accounts in own bank or 
other banks—face amount of 
bank book. 
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The physical trust assets are usually 
checked against the trust ledgers by two 
or more examiners, who are not con- 
cerned, in this connection, with inven- 
tory or cost figures. On the contrary, 
they are vitally interested in the number 
of shares, the principal amount of bonds, 
mortgages, notes, life insurance policies 
and the number of miscellaneous per- 
sonalty items. One could check and call 
out the number of shares, principal 
amount of bonds, etc., from the physical 
assets; another could check these amounts 
to the trust ledgers (or addressograph 
“run off” or “tape” where such system is 
used), and a third run off, on the 
adding machine, the unit control figures, 
to prove the total against the grand to- 
tals reflected in the general ledger and 
auditing department. In this manner, 
the physical assets are verified to the 
trust ledgers, addressograph plates and 
auditing department figures in one op- 
eration. 

It would be comparatively easy to 
prove my gross total to the total assets 
of the “trust department daily settle- 
ment sheet,” because it would not be 
necessary to include odd dollars and 
cents in my additions, thereby eliminat- 
ing the possibility of errors in additions. 

The principal and income cash can be 
easily proved by adding the principal 
and income cash sheets and reconciling 
the totals to the trust department bank 
balance with the commercial or banking 
department. 

If life insurance trusts are carried in 
a separate capacity, the insurance poli- 
cies can be easily proven to the total 
amount of insurance trusts. 


Comparisons of Unit and Other Valuations 

If the assets of the trust department 
were carried at inventory or cost it 
would not be possible for me to strike 
off a proof by listing the physical se- 
curities separately; on the contrary, it 
would be necessary to list the ascribed 
valuation given to each asset, which 
means that I would have to refer to some 
record in order to determine what such 
ascribed valuation is. It can readily be 
seen that a great deal of time would be 
consumed in proving the control value 
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of all the assets and since I would be 
concerned with odd dollars and cents, 
the possibility of errors would constantly 
confront me. 

It must be borne in mind that “As- 
sets Acquired” and “‘Assets Disposed of” 
tickets must be made out by a stenogra- 
pher or typist whenever any trust de- 
partment assets are delivered or sold or 
acquired. If the unit value is used, the 
stenographer or typist need not be con- 
cerned with the inventory or cost value 
and the tickets may be made out in short 
order. On the other hand, if the inven- 
tory or cost value was used, the stenogra- 
pher or typist must concern herself with 
a different figure each time. For ex- 
ample, if a $1,000 U.S.A. Treasury note 
was purchased for a testamentary trust 
and another $1,000 U.S.A. Treasury note 
of the same issue was purchased for a 
living trust, the person preparing the 
“Assets Acquired” ticket may have two 
separate cost values to determine for the 
same asset, before the ticket can be 
made out. Moreover, if it was decided 
to sell a certain issue of stock held in 
a number of trusts, the person prepar- 
ing the “Assets Disposed of” ticket (it 
must be prepared before the stock cer- 
tificates can be withdrawn from the 
vault) must ascertain the inventory or 
cost value to each trust account before 
the “Assets Disposed of” ticket can be 
made out. Needless to say this takes a 
considerable amount of time and is more 
conducive to mistakes or errors as 
against preparing the “Assets Disposed 
of” tickets from the unit control valua- 
tion of $1.00 per share for each share of 
stock. 


Listing and Tabulating for Physical Control 


Many banks employ the addressograph 
method of collection of income with an 
addressograph plate made out for each 
trust asset held. The plate contains a 
full description of the asset, including 
the number of shares of stock, the prin- 
cipal amount of bonds, the principal 
amount of the mortgage and the face 
amount of the life insurance policy. 

The examiner’s time may be substan- 
tially reduced if, when the examiner en- 
ters the trust department, an asset list 
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@ There are Marine Midland banking 
offices in twenty-eight New York State 
cities and towns, including New York, 
Buffalo, Rochester, Troy, Binghamton, 
Oswego, Watertown and Niagara Falls. 


Their average age is over fifty years. 


The majority of them are the largest 
commercial banks in their respective 


communities. 


If you do business in New York State, 
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Write the Marine Trust Co., Buffalo, or the 
Marine Midland Trust Co., New York, concern- 
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Secect BARRE MemoriaLs, created from the world’s 
finest granite—Setect Barre Granite—clearly re- 
flect in their designs and workmanship, the widely 
acknowledged leadership of Barre craftsmen. 
Whether your selection be a simple tablet or an 
imposing mausoleum, you can be assured of a 
thoroughly sound and satisfactory investment by 
your insistence upon a Select Barre Memorial— 
always identified by the trade-mark below. Send 
for a copy of, “The Book of Memorials.” 


Trust officers will find the counsel of 
their local Select Barre dealer of mate- 
rial aid to them in all memorial matters. 
Feel free to consult him at any time. 


Tue BARRE GRANITE ASSOCIATION 
VERMONT 


“SELECT BARRE GRANITE 


*This word (Select) identifies BARRE GRANITE of the 
finest quality, selected and sponsored by over one hun- 
dred leading manufacturers and quarried by J. K. Pirie 
Estate, E. L. Smith & Co., The Wells-Lamson Quarry Co., 
and the Wetmore & Morse Granite Co. 


» BARRE, VERMONT 
7 | “The Granite Center of the World” 





is run from the addressograph plates. 
The values shown on the plates can be 
quickly added and reconciled against the 
general control figure, where the unit 
method of control is used, and, as set 
forth above, after the physical securities 
are tabulated on an adding machine, the 
gross total can be reconciled against the 
total of the asset list run off by the ad- 
dressograph plates. An additional ad- 
vantage, which may or may not be im- 


portant to some trust officers is that the 
addressograph plate run-off takes the 
place of the asset sheets which the bank 
examiner employs in the checking of the 
physical assets, thereby eliminating the 
possibility of having an asset sheet mis- 
laid or misfiled. It is a known fact that 
the majority of examiners use pencil or 
crayon marks in checking the asset 
sheets to the physical securities and over 
a period of time the asset sheet from 
constant handling and checking is de- 
faced. If the examiner employs the ad- 
dressograph run-off the defacing of the 
asset sheet or record is eliminated. 


Through the cooperation of officers of 
trust departments employing both the in- 
ventory or cost method of valuation of 
trust assets and the unit method, with 
bank examiners of the National, State 
and Federal Reserve Systems, I believe 
it will be possible to satisfactorily es- 
tablish a desirable, uniform method of 
valuation for bookkeeping and vault con- 
trol purposes, which would result in 
facilitating the daily routine of trust op- 
erations and cut down the great amount 
of time and expense now devoted to the 
examination of trust departments by the 
various groups of trust examiners. 


Uppermost in the mind of every trust 
executive is the ever present problem of 
maintaining high standards of service 
and, at the same time, keeping his de- 
partment on a paying basis. This can- 
not be accomplished without, among 
other things, keeping operating costs at a 
minimum. Elimination of obsolete forms, 
records and systems, simplification of the 
daily routine without sacrifice of safety 
and accuracy, and reduction of the cost 
incident to compliance with governmental 
requirements are some of the highly es- 
sential objectives in any program of re- 
duction of costs. 


Note: In view of the questions herein 
raised, further comment or discussion on the 
subject is invited from trust officials to the 
end that practical advantages or limitations 
of the use of unit control values for vault 
and bookkeeping operations may be fully 
considered. 





Estate Planning for Financial Security 


Realizing Objectives Through Life Insurance and Trust Combination 


Cc. H. VOORHEES 
Counsel, Connecticut General Life Insurance Company, Hartford, Conn. 


Editor’s Note: The highly effective place of insurance settlement options in 
providing income to meet the estimated needs of minimum living expenses, is 
outlined in the following article. Mr. Voorhees further cites the value of com- 
bining the elasticity of the trust agreement with the comparative rigidity of 
insurance settlement options to meet the objective of assuring income sufficient 
to meet changing needs and market conditions. 


STABLE society must be built 

upon a foundation which promises 
a reasonable sense of security of its 
people. With the economic and social forces 
affecting today’s society that sense of 
security will result in proportion as the 
members of our society realize, first, the 
possession of a minimum amount of prop- 
erty or a reasonable chance to possess it 
before the productive years are ended 
and, second, a reasonable assurance that 
the property will survive to accomplish 
its objective. In short, one must feel that 
he has or will have before it is too late the 
minimum of an estate and that forces be- 
yond his control will not deprive him or 
his dependents of that estate. 

From its inception life insurance has 
offered a unique opportunity to a large 
number of our people to create an estate. 
To a very substantial number it is the 
only opportunity practically available. 
First, it is offered on the instalment plan; 
second, if the purchaser dies at any time 
while instalments are being paid, the 
estate matures for its full value; and, 
third, if the purchaser becomes perma- 
nently and totally disabled, the company 
matures his plan for him. 


Fulfilling Objectives of Estate Creation 


For many years the institution of life 
insurance and the purchasers of life insur- 
ance made no great effort to go beyond 
the creation of the insurance estate. The 
purchaser, his dependents, the insurance 
company, and the soliciting agent, all 
felt the task was more or less completed 


with the payment of a lump sum at the 
death of the insured. 

A realization of very far reaching im- 
portance has been driven home to liter- 
ally millions of estate owners in the last 
five years. They now appreciate that, 
important as it is to create an insurance 
estate, it is of equal importance that the 
estate be so invested, managed and pro- 
tected as to afford a reasonable chance 
that it will survive to accomplish the ob- 
jective for which it was created. With 
that realization there has come a sincere 
inquiry as to what could be done to insure 
the accomplishment of the objectives for 
which that estate was acquired through 
considerable struggle. That inquiry is 
very largely answered through two avail- 
able institutions; namely, the life insur- 
ance company and the trust company. 

To a very considerable degree the public 
has now come to realize that not only is 
life insurance un‘que as a means of creat- 
ing an estate but that it is substantially 
unique also in this respect: it offers to the 
purchaser of the insurance estate the 
investment and management wisdom and 
services of a good insurance company. 
This service is offered through settle- 
ment options in the insurance contracts. 
Through these settlement options the 
insurance company retains the proceeds 
of the policy, or a substantial portion 
thereof, upon the insured’s death and pays 
those proceeds together with a guaranteed 
rate of interest to the beneficiaries over a 
period of years. Practically all companies 
are able to pay an additional interest 
over and above the guaranteed rate. 
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Bases for Selection of Plans 

There are many cases in which the 
family circumstances of the insured call 
for a trust plan which the life insurance 
companies are not qualified to handle. 
These cases can be very satisfactorily met 
by a life insurance trust in which a good 
trust company collects the proceeds at 
the death of the insured, in trust, and in- 
vests, manages and pays out those pro- 
ceeds in accordance with the trust agree- 
ment entered into with the insured. Not 
only is this true as to insurance for the 
immediate protection of the insured’s 
dependents but there is an increasing 
number of special uses for life insurance 
which call for the services of a good trust 
company. 

The question of selection between the 
two plans should give difficulty only in 
rare cases. There seems little doubt that 
life insurance purchased by the great 
majority of family heads should be paid 
under the insurance company’s settlement 
options until the minimum requirements 
of the family after the death of the insured 
are supplied. The minimum requirements 


are substantially these: A clean-up fund 
to pay obligations against the estate, then 
the minimum monthly income required 
for the family until the youngest child is 
self-supporting. The widow will then have 
arrived at a somewhat advanced age and 
a monthly minimum income should be 
arranged, guaranteed throughout her life- 
time. If to these is added an educational 
fund for the children, the minimum family 
requirements are substantially supplied, 
especially if an emergency fund is created 
from which withdrawals may be made 
annually in limited amounts. 

Funds for Stable Dollar Income and for Elasticity 

This minimum requirement fund can be 
rightfully considered as a first-grade bond 
investment for the family with maximum 
safety of principal. As is usually the case, 
the guaranteed return from such an invest- 
ment is low and neither the principal nor 
the income offers any speculative profits. 
Keeping in mind that guaranteed mini- 
mum incomes are being arranged through- 
out the dependency, if not the life, of the 
beneficiaries, safety of principal far out- 
weighs any other factor and it would seem 
beyond dispute that the life insurance 
company’s settlement options afford this 
maximum protection. As in all other in- 
vestments this primary safety of principal 
eliminates possible speculative advantages 
of enhancement of principal and is accom- 
panied by a comparatively low rate of 
interest. 

Once these guaranteed minimums are 
taken care of through settlement options, 
it would seem to be reasonably sound in- 
vestment practice to invest the balance 
of any life insurance through avenues 
which do offer a possible increase of prin- 
cipal and a higher return. Through the 
services of a sound trust company these 
possibilities are offered. 

Estate Planning Objectives 

For some years there has been a very 
distinct trend in the marketing of life 
insurance, which has been indeed fortunate 
for the buying public. This trend might 
be described as the purchase of life insur- 
ance with particular objectives in mind 
and an arrangement of life insurance pur- 
chased to meet those definite objectives. 
Perhaps two of the most prominent of 
these specific uses of life insurance are 
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what are known as business insurance and 
estate protection insurance. In both of 
these fields trusteeing life insurance with 
a trust company offers distinct advantages. 

This is especially true in that type of 
business insurance which is designed to 
liquidate the interest of a deceased partner 
or stockholder. There is no doubt that in 
a great majority of these cases the best 
plan is to pay the insurance proceeds to 
a trust company who in turn acts as a dis- 
interested party in seeing that the agree- 
ment setting up the insurance arrangement 
is properly and quickly executed. 

Likewise in the field of estate protection 
insurance the services of a trust company 
should be utilized. A large estate faces 
very heavy death duties in addition to the 
possibility of other obligations. A forced 
sale of estate assets to meet those obliga- 
tions may result in a serious loss to the 
estate. The trustee supplied with liquid 
assets from the life insurance proceeds 
simply purchases assets from the estate 
or loans to it with the result that the 
estate meets its obligations with no loss 
through a forced sale. 


Logical Combination of Services 


Perhaps an ideal arrangement for a sub- 
stantial estate is to consider that estate 
as a Grade A bond estate plus a more 
speculative portion. The bond portion is 
in effect invested through settlement op- 
tions to meet minimum requirements and 
an emergency fund with limited annual 
withdrawals available. The surplus insur- 
ance above these minimum requirements 
and the non-insurance estate can be left 
with the trust company and if desired 
considered as a more elastic estate in com- 
parison with the bond portion. The degree 
of speculation can be determined prior to 
the death of the estate owner and pro- 
vided for in the trust agreement. It should 
be particularly emphasized that as the 
term “speculation” is used herein there 
is no implication whatever that unsound 
practices are suggested. The term is used 
strictly in a comparative sense. No soundly 
managed trust company would consider 
for a moment any degree of speculation 
bordering upon a lack of safety for its 
trust funds. The combination of these two 
would seem to offer a well-rounded estate 
plan. 


LINCOLN-ALLIANCE 
BANK AND 
TRUST COMPANY 


Rochester, N. Y. 


Member 
Federal Reserve System 
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There is ample evidence for the state- 
ment that once an insured has been prop- 
erly advised and has arranged his estate 
on the plan outlined he appreciates the 
very real additional value of his insurance 
estate. This keener appreciation of the 
value of the insurance estate has resulted 
in a greater determination to retain the 
insurance through prompt premium pay- 
ments. This is very evident where the 
insurance is arranged under settlement 
options and there is little doubt that the 
same applies to insurance payable to trust 
companies. 

The insurance companies have appre- 
ciated the additional benefits arising from 
life insurance through the services of in- 
telligent, responsible trust companies. As 
the public comes to realize more keenly the 
functions of life insurance in the solution 
of specific problems the combined services 
of the life insurance and trust companies 
will offer an increased contribution to the 
stability of American society and the peace 
of mind of its collective individuals. 
Surely in such times as these that is no 
mean accomplishment. 
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CHASE SERVICE 


To Correspondent Banks 


Investment Checkings 


IN ADDITION to its securities safekeeping ser- 
vice and its facilities for the execution of pur- 
chase and sale orders, the Chase is helpful to 


correspondents in a number of other ways. 


Correspondents frequently seek information 
about commercial paper or acceptances which 


they are considering for investment. 


Such inquiries are immediately brought to the 
attention of the Chase officers directly in 
charge of the bank’s own investment port- 


folio. 


These officers welcome the opportunity to 
check investments for correspondents and 
exchange information and opinions on mat- 


ters of investment policy. 


THE 


CHASE NATIONAL BANK 
OF THE CITY OF NEW YORK 


Member Federal Deposit Insurance Corporation 





Women’s Place in Trust New Business 


Recognizing the Wife as a Partner in Estate Planning 


LOUISE B. MOYER 
In Charge of Publicity and New Business, The Plainfield Trust Company, Plainfield, N. J. 


VERY Trust Officer and trust rep- 

resentative knows that one of the 
problems frequently encountered in selling 
Trust Service is that of overcoming the 
sales resistance of the women of the family, 
particularly that of the wife in the particu- 
lar case involved. The average husband 
and father is unwilling to go ahead with an 
arrangement that is displeasing to his 
wife even if his own good judgment tells 
him that a certain plan for the protection 
of his family is greatly to be desired. 

How often have those of us on the firing 
line heard husbands make these state- 
ments: “‘My wife just doesn’t want it that 
way and after all I don’t want to antago- 
nize her.” “My wife says that I don’t 
trust her when I suggest leaving my estate 
in trust for her benefit and that of the 
children.” “‘I wish you would see my wife 
(but don’t let her know I asked you to do 
so). I’ve tried to make her see that it 
would be better to leave most of my insur- 
ance in trust but she resents even the sug- 
gestion.”’ ‘“‘My wife says she has managed 
our income and she can manage after I’m 
gone.” ““My wife thinks the Trust Com- 
pany will not respect her wishes or her 
judgment as to the needs of the children.” 
““My wife is a good manager but she doesn’t 
know anything about investing money, 
yet she won’t listen to me when I suggest a 
Trustee.” “You don’t know my wife—she 
doesn’t believe in outside management of 
family income,” and so on and on. Nor are 
mothers and sisters and daughters free 
from similar objections to the average 
man’s wish to name a corporate Executor 
and Trustee under his will. 


Dependents—or Partners in Planning? 


Does this sales resistance—this point of 
view so persistently expressed—imply that 
we have been too casual in our dealings 
with the woman’s viewpoint; that we have 
treated too lightly the influence of the 
wives involved in their husband’s estate 
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planning; that we have failed to make the 
wife feel that she is a partner in this 
planning rather than a dependent bene- 
ficiary? 

To be sure, we have never ignored 
women in our selling efforts. We have ap- 
proached those possessed of property, es- 
pecially widows and well-to-do spinsters, 
with glowing descriptions of what we can 
do for them, and we have conscientiously 
kept their names on our mailing lists, but 
have we not, by implication at least, in 
the very subject matter of our advertising 
largely kept them in the background, 
especially the wives? 

Does not most of our carefully prepared 
direct mail literature go to the husband 
and is not its message largely an appeal to 
him as the responsible head of the family, 
the builder of the estate? Are we not sug- 
gesting a lasting monument to his thought- 
fulness, his foresight, the perpetuation of 
his plans for the family, entirely omitting 
the woman except as a recipient of the 
benefits of his arrangements? Yet every 
trust solicitor, in his efforts to win these 
husbands, has met defeat time and time 
again because of some wife’s objections. 
Obviously, it is time to analyze more care- 
fully the woman’s attitude and the causes 
thereof. 

We have carefully compiled statistics 
concerning women as potential owners of 
vast amounts of property; we have shud- 
dered at the prognostications of learned 
professors who have threatened us with a 
probable matriarchal state and the subse- 
quent overthrow of masculine supremacy 
in business and government but have we 
ever studied the simple elements of femi- 
nine psychology which may explain wom- 
en’s objections to our service? Have we 
ever tried to find out how the woman 
prospect differs from the man—if she does 
—and why; what factors in ordinary family 
relations affect her opinions and what we 
can do to counteract them? 








490 





MONTREAL to 
x *« VANCOUVER 


The Toronto General Trusts has offices in 
all the principal cities of Canada from Mont- 
real to Vancouver. It offers complete facilities 
for handling personal and corporate trusts. 

The oldest trust company in Canada, 


established in 1882. A fiduciary only. 


Enquiries invited. 


™ TORONTO 
GENERAL TRUSTS 


CORPORATION 


TORONTO MONTREAL OTTAWA WINDSOR WINNIPEG 


REGINA SASKATOON CALGARY VANCOUVER 


ASSETS UNDER ADMINISTRATION $230,000,000 





TRUST COMPANIES 


Meeting Definite Objections 


“Sell the woman and you’ve sold the 
goods,”’ is the byword of commercial ad- 
vertising, the slogan of modern mer- 
chandising; and how carefully do our man- 
ufacturers and merchants study her needs 
and desires, how strongly do they appeal 
to her emotions and her ambitions for her- 
self and her children. They well know that 
when a woman definitely chooses a house 
or a car, a radio or a breakfast food, there 
is nothing left for the nominal head of the 
household to do except to sign on the 
dotted line and pay the bill. 

Can we adapt commercial selling meth- 
ods to trust business? I think we can in- 
asmuch as the underlying principles of 
selling are determinable and fixed. It is 
the application of these principles that 
must vary with the product to be sold and 
the prospect to whom it is to be presented. 
To sell our wares, whether they are tangi- 
ble commodities or intangible services, we 
must do three things. We must arouse 
interest, create desire and obtain action. 
How we shall do this will depend upon our 
line of business and our market. 

As one approach to our problem of sell- 
ing trust service to women let us examine 
some of their objections to trust service, 
for many intelligent women have precon- 
ceived notions about trusts which show a 
complete lack of understanding of our 
business. 

It is amazing how many women feel 
that a trust ties up money too tightly, that 
such arrangements subject them to humili- 
ating restrictions and to undue expense. 
They say to us: “I can’t afford to let the 
bank take care of my property.” “I don’t 
want to run to a Trust Officer for permis- 
sion to draw or spend money.” “I helped 
my husband make money by managing 
the home and I want the right to spend it 
as I please.” “I think it is an insult to my 
intelligence for John to think of appointing 
a bank as executor—why pay outsiders for 
what I can do.” “My husband’s estate 
will be a family affair; I don’t want to run 
to strangers about it. There are plenty of 
good business men in the family if I need 
help,” etc., etc.; and these opinions are 
held by women of all sorts and con- 
ditions, rich and poor, intelligent and un- 
intelligent, reasonable and unreasonable. 
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The Woman’s Angle on Income Control 


Undoubtedly certain factors tend to 
produce the state of mind that generates 
these ideas. One of these is the status of the 
woman in her own home. Women who have 
never been permitted to have anything to 
say as to the financial program of the fam- 
ily, whose opinions are neither asked nor 
heeded, who are forced into an attitude of 
timidity or defense as to money matters, 
who feel themselves capable of sharing the 
management of the family’s funds but are 
denied the privilege, are bound to resent 
any plan that suggests restraint and I sus- 
pect that they are also bound to resent the 
idea of any masculine control over their 
affairs. They are looking for freedom, a 
chance to try out their own ideas, and who 
can blame them? 

Another obvious reason for their ideas is 
the average woman’s lack of familiarity 
with ordinary business practices. While we 
are often too technical in discussing our 
business, nevertheless when our discussion 
is with a man we are reasonably assured 
that he will understand ordinary financial 
terms and practices and the reason there- 
for. When we talk to him of the costs of 
family protection, of the means of provid- 
ing management as well as property for the 
benefit of his wife, of insuring the educa- 
tion of Junior and setting up a lasting safe- 
guard for sister, we are talking in his own 
language—in terms of invested capital, its 
care and its planned distribution, things 
with which every financially successful 
man is familiar. 

On the other hand, the women of his 
family look at these things from a different 
angle. To them income is something to be 
spent, something accepted without ques- 
tion to be used in supplying the needs of 
the family and fulfilling its desires and, 
since the production of income is seldom a 
woman’s task, it is no wonder that the 
vital necessity of preserving the source of 
income and the difficulty of replacing the 
earning capacity of the head of the house- 
hold are not appreciated. Is it surprising 
that, to a woman unfamiliar with the 
various documents necessary to business 
transactions, a will or a trust agreement is 
a formidable document that might quite 
as well be written in Greek? 

What then can we do to clear up mis- 
understanding, to establish confidence in 
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our institutions and to awaken a personal 
desire for our service? We can remember 
that the average woman is timid and in- 
experienced in all financial matters; that 
she is peculiarly sensitive to any suggestion 
of inferiority on her part; that she is equally 
responsive to a kindly effort to cooperate 
with her and to genuine sympathy with her . 
point of view; that the little things, the 
small courtesies, are very large to her. 


Translating Service into Household Terms 


We can arrange the work of our de- 
partment staff so that the men and women 
trust officers can be less hurried when con- 
ferring with clients. Few men and no 
women will venture to ask questions or to 
talk freely when they feel that the man to 
whom they have come has one eye on the 
clock or is making notes on the side. No 
matter how trivial the matter in hand it 
should be given the full concentration of 
the officer to whom it is brought and there 
should be time for that casual conversation 
which leads to informality and friendliness. 

We can translate all the legal phrases 
and technical terms in wills, trust agree- 
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ments and other documents into plain 
everyday Anglo-Saxon. This will take time 
but it can be done. We can reduce the 
provisions of these documents, if we will, 
to the common denominator of family 
life—food and shelter, education of grow- 
ing boys and girls, care of the aged, per- 
sonal comfort and peace and prosperity. 
We can learn the “‘you” attitude and can 
dramatize our service with the woman as 
the leading lady instead of the “‘super” in 
the wings. We can study more carefully 
the present beneficiaries and develop a 
genuine personal interest in them. 

To change the woman trust prospect 
into the woman customer we must con- 
vince her that ours is a specialized business 
quite as much as that of an engineer or a 
physician. We must explain exactly what 
the duties and responsibilities of an exe- 
cutor and trustee are; what knowledge of 
accountancy and of Federal and State 
regulations and tax legislation is involved; 
what constant vigilance, specialized train- 
ing and investment knowledge are re- 
quired, so that she will see that it is no 
more practical for her to assume these 
tasks than it would be for her to expect the 
average business man to cook her meals or 
make her gowns. 

We must convince her that the use of our 
services is not a lack of wisdom on her 
part; that placing the responsibility of care 
for her property in our hands is no more a 
reflection upon her intelligence and capa- 
bility than is the hiring of a maid an 
implication that she is a poor housekeeper. 
We must make her feel that the delegation 
of powers to us will set her free to follow 
more congenial pursuits, to enlarge her 
social activities and increase her contribu- 
tions of time and thought to her philan- 
thropic or charitable interests. 

When we prove to her that modern trust 
service is just as effective a labor saving 
device as is the leading scientific contribu- 
tion to household appliances; that it is 
outstanding as a bulwark of safety to the 
family, protecting its financial welfare 
against loss through absence, sickness, 
death or other possible incapacity of an 
individual; and that, above all, it is human 
and friendly, she will become not only a 
customer but our greatest salesman, for a 
satisfied woman is never silent concerning 
the cause of her satisfaction. 
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National Shawmut Enters Sec- 
ond Century of Service 


The National Shawmut Bank of Boston, 
Mass., entered its second century of service 
this month. Established May 6, 1836, as the 
Warren Bank, it assumed the Shawmut title 
the following year, and has retained this dis- 
tinctive name for a record of 99 consecutive 
years. When the Shawmut name was adopted, 
the capital was $750,000; Benjamin T. Reed 
was the first president. 

In 1898, with the trend of all business 
turning toward larger units with lower over- 
head, the National Shawmut Bank led an 
important move toward consolidation through 
merger with eight other Boston national banks: 
The Colombian and the Eagle banks, estab- 
lished as early as 1822, the North, the Market, 
the Bank of North America, the Howard, the 
Boston and the Revere Bank of Boston. The 
National Bank of the Commonwealth and the 
Third National Bank were added in 1901, the 
National Exchange Bank in 1906, the National 
Bank of the Republic in 1908 and the Eliot 
National in 1912 when the capital reached 
$10,000,000. 

Following the passage of the Federal Reserve 
Act, permitting national banks to conduct a 
trust business, the Shawmut was one of the first 
to receive authority to start a Trust Depart- 
ment. About this time the Savings Department 
was also opened, these changes adding materi- 
ally to the business of the bank, the Trust 
Department building up a strong fiduciary 
staff in line with the steady growth of personal 
and corporate trust business, which now re- 
quires an entire floor of an adjacent building 
for its accommodation. 

The Time Sales Department, for installment 
financing, and the Personal Loan Department, 
are among the newer developments in the bank’s 
business. The first of the many branches was 
established in 1924. The last merger of the 
National Shawmut Bank took place in 1927, 
when the business of the Citizens National was 
purchased. Combined capital, surplus and un- 
divided profits as of March 4, 1936, amounted 
to $30,536,404, and deposits, $180,720,697. 

Elected to the presidency of the bank in 
1923, at the age of 43, Walter S. Bucklin had 
previously been head of the Liberty Mutual 
Insurance Co., with the successful development 
of which he was closely associated from its 
organization in 1912. His term as president of 
the Shawmut Bank has had more than a few 
evidences of similarity to the conditions faced 
by the founders of the enterprise. Following 
the “banking holiday” of 1933, the Shawmut 
was again a leader in the group of strong New 
England institutions which required no outside 
assistance to resume normal operations. 
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the relationship advantageous to 









Soth institutions. 





CENTRAL HANOVER 
BANK AND TRUST COMPANY 
NEW YORK 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 


TRUST COMPANIES 


The First National 
Bank of Chicago 


Qualified in Strength, Size, 
Experience and Prestige to 
serve in the most responsi- 
ble corporate trust capacities: 


Corporate Trustee 
Registrar 
Transfer Agent 
Depositary 
Disbursing Agent 
Paying Agent 


Member Federal Deposit Insurance Corporation 





Trust Powers of National Banks 


Text of Regulation F of the Board of Governors of the Federal Reserve 
System 


Revised effective June 1, 1936, Superseding Regulation F, Series of 1930 


Section 1. Applications 


“A national bank desiring to exercise any or 
all of the powers authorized by section 11(k) 
of the Federal Reserve Act, as amended, shall 
make application to the Board of Governors 
of the Federal Reserve System for a special 
permit authorizing such national bank to 
exercise such powers. If the applying bank is 
not authorized to exercise any of such powers, 
the application should be made on Form 61; 
and if the applying bank is authorized to 
exercise one or more but not all of such powers, 
the application should be made on Form 61b. 

“In the case of the organization of a new 
national bank, the conversion of a State bank 
or trust company into a national bank, or the 
consolidation of two or more national banks 
or of a State bank or trust company with a 
national bank under the charter of the latter, 
when none of the national banks involved in 
such consolidations is authorized to exercise 
trust powers, application for such a permit 
may be made in advance on behalf of the new, 
converted or consolidated national bank, and 
the permit may be issued simultaneously with 
the consummation of such organization, con- 
version or consolidation. Such application may 
be made by the organizers in the case of a new 
national bank, by the State bank or trust 
company in the case of a conversion, and by the 
national bank the charter of which is to be 
retained in the case of a consolidation. 

“Each application made under the provisions 
of this section shall be executed and forwarded 
in duplicate, together with duplicate copies of 
any documents containing any information 
submitted with the application, to the Federal 
Reserve bank of the district in which the apply- 
ing bank is located. 


Section 2. Consideration of Applications 


“In passing upon an application for per- 
mission to exercise the fiduciary powers 
authorized by section 11(k) of the Federal 
Reserve Act, as amended, the Board of Gover- 
nors of the Federal Reserve System will give 
special consideration to the following matters: 

*‘(a) Whether, under the provisions of section 11(k) 
of the Federal Reserve Act, as amended, the bank has 
sufficient capital and surplus to render it eligible to 
receive permission to exercise the fiduciary powers 
applied for and whether the granting of any or all of 


such powers would be in contravention of State or local 
law; 
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**(b) The needs of the community for trust service of 
the kind applied for and the probable volume of such 
trust business available to the bank; 

‘*(c) The general condition of the bank, particularly 
the adequacy of its net capital and surplus funds in 
relation to the character and condition of its assets and 
to its deposit liabilities and other corporate respon- 
sibilities, including the proposed exercise of trust 
powers; 

*«(d) The general character and ability of the manage- 
ment of the bank; 

“‘(e) The nature of the supervision to be given to the 
proposed trust activities, including the qualifications 
and experience of the members of the proposed trust 
investment committee; 

““(f) The qualifications, experience and character of 
the proposed executive officer or officers of the trust 
department; 

**(g) Whether the bank has available competent legal 
counsel to advise and pass upon trust matters whenever 
necessary; and 

**(h) Any other facts and circumstances that seem to 
it proper. 

Section 3. Consolidation of Two or More 
National Banks 


‘‘Where two or more national banks consoli- 
date under the provisions of the Act of Congress 
approved November 7, 1918, as amended, and 
any one of such banks has, prior to such con- 
solidation, received a permit from the Board of 
Governors of the Federal Reserve System to actin 
fiduciary capacities which is in force at the time of 
the consolidation, the rights existing under such 
permit pass by operation of law to the con- 
solidated bank and the consolidated bank may 
act in such fiduciary capacities in the same 
manner and to the same extent as the bank to- 
which such permit was originally issued; and 
no new application to continue to act in such 
capacities is necessary. However, in order that 
the records of the consolidated bank may be 
complete and that it may have convenient 
evidence of its right to exercise trust powers, 
the Board, upon receipt of advice from the 
Comptroller of the Currency that the consoli- 
dation ‘has been consummated, will issue a 
certificate to the consolidated bank showing 
its right to exercise the trust powers theretofore 
granted by the Board to any of the national 
banks taking part in the consolidation. 


Section 4. Consolidation of State Bank 
with National Bank 


“Section 3 of the Act of Congress approved 
November 7, 1918, as amended, authorizes 
any bank, trust company, savings bank, or 
other banking institution incorporated under 
the laws of any State or in the District of 
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Columbia to be consolidated directly with a 
national bank located in the same State, 
county, city, town, or village under the charter 
of such national bank, and provides in effect 
that, when such consolidation is consummated, 
the consolidated national bank shall succeed 
to the specific fiduciary appointments, designa- 
tions and nominations of the State institution 
at the time of the consolidation. It is not 
necessary for the national bank to have a permit 
from the Board of Governors of the Federal 
Reserve System in order to administer the 
specific trusts to which it thus succeeds, but 
the provision does not confer upon the con- 
solidated national bank the right to act generally 
in fiduciary capacities or to undertake any other 
trust business. Unless the national bank already 
has a permit from the Board of Governors of 
the Federal Reserve System to act in fiduciary 
capacities whichis in force at the time of the 
consolidation, it will be necessary for the bank 
to obtain such a permit before undertaking to 
act generally in fiduciary capacities or to aceept 
any other trust business. 


Section 5. Change of Name 


‘*TIf a national bank has received a permit from 
the Board of Governors of the Federal Reserve 
System to act in fiduciary capacities and subse- 
quently, while the permit is in force, changes its 


name under the provisions of the Act of Con- 
gress approved May 1, 1886, it is not necessary 
for the bank to make a new application to con- 
tinue to act in such capacities. However, in 
order that the records of the bank may be com- 
plete and that it may have convenient evidence 
of its right to exercise trust powers under its 
new name, the Board, upon receipt of advice 
from the Comptroller of the Currency that 
such change in name has been legally effected, 
will issue a certificate to it under such new name 
evidencing its right to exercise the trust powers 
previously granted to it under its old name. 


Section 6. Trust Department and Management 


““(a) Separate trust department.—Every na- 
tional bank which obtains permission from the 
Board of Governors of the Federal Reserve 
System to act in a fiduciary capacity shall, 
before undertaking to act in such capacity, 
establish a trust department which shall be 
separate and apart from every other department 
of the bank. 

**(b) Directors’ supervision of trust department. 
—The board of directors is responsible for the 
investment of trust funds by the bank, the dis- 
position of trust investments, the supervision 
of the trust department, the determination of 
the policies of such department and for the re- 
view of the actions of all committees appointed 
by the board of directors for the conduct of the 
trust department. The acceptance of all fidu- 
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ciary accounts shall be approved by the board 
of directors or a committee appointed by such 
board, and the closing out or relinquishment of 
all such accounts shall be approved or ratified 
by the board of directors or a committee ap- 
pointed by such board. Any such approval or 
ratification shall be recorded in the minutes of 
the board of directors or of such committee as 
the case may be. 

‘‘(e) Trust investment committee.—Before any 
such national bank undertakes to act in any 
fiduciary capacity, the board of directors of 
the bank shall appoint a trust investment com- 
mittee which shall be composed of at least three 
members, who shall be capable and experienced 
officers or directors of the bank. All investments 
of trust funds by the trust department of every 
such national bank shall be made, retained or 
disposed of only with the approval of the trust 
investment committee; and such committee 
shall keep minutes of all its meetings, showing 
the disposition of all matters considered and 
passed upon by it. Such committee shall, at 
least once during each period of twelve months, 
review all the assets held in or for each fiduciary 
account to determine their safety and current 
value and the advisability of retaining or dispos- 
ing of them; and a report of all such reviews, 
together with the action taken as a result 
thereof, shall be noted in the minutes of the 
trust investment committee. Such committee 
may have such additional duties relating to the 
trust department as may be prescribed by the 
board of directors. 

‘*(d) Executive officer.—Before any such na- 
tional bank undertakes to act in any fiduciary 
capacity, its trust department shall be placed 
under the management and immediate super- 
vision of an executive officer or officers quali- 
fied and competent to administer trusts, and 
the duties of such officer or officers shall be pre- 
scribed by the board of directors of the bank. 
Such duties shall be evidenced by the by-laws 
of the bank or by a resolution duly adopted by 
and entered in the minutes of the board of 
directors. All officers and other persons taking 
part in the operation of the trust department 
shall be adequately bonded. 

“**(e) Competent legal counsel—Every such na- 
tional bank shall designate, employ or retain 
competent legal counsel who shall be readily 
available to pass upon trust matters and to 
advise with the bank and its trust department; 
but the bank shall not engage in the practice 
of law. 

“‘(f) Principles of trust institutions —Every 
such national bank shall conform to sound prin- 
ciples in the operation of its trust department. 


‘‘The Statement of Principles of Trust Institutions 
approved by the Executive Council of the American 
Bankers Association under date of April 11, 1933, is 
included in the Appendix to this regulation and is 
commended to banks operating trust departments. 
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Section 7. Books and Accounts 


‘*(a) In general.—Every national bank which 
has received permission from the Board of 
Governors of the Federal Reserve System to 
exercise fiduciary powers shall keep the books 
and records of the trust department separate 
and distinct from other records of the bank. All 
trust accounts opened shall be so kept as to en- 
able the national bank to furnish such informa- 
tion or reports with respect thereto as may be 
required by the Comptroller of the Currency 
or the Board of Governors of the Federal 
Reserve System. The records of the trust 
department shall contain full information 
relating to each trust. 


“*(b) Record of pending litigation.—Every such 
national bank shall keep an adequate record 
of all litigation pending against it in connection 
with its administration of any trust. 


Section 8. Examinations of Trust Department 


‘‘In addition to examinations by examiners 
appointed by the Comptroller of the Currency 
or designated by the Board of Governors of the 
Federal Reserve System, a committee of direct- 
ors, exclusive of any active officers of the bank, 
shall, at least once during each period of twelve 
months, make suitable audits of the trust de- 
partment or cause suitable audits of such de- 
partment to be made by auditors responsible 
only to the board of directors, and shall, like- 
wise at least once during each period of twelve 
months, ascertain by thorough examination 
made or caused to be made by such committee— 


(1) Whether a review of all the assets in each trust 
as to their safety and current value and the advisability 
of retaining or disposing of them has been made in 
accordance with section 6(c) of this regulation; 


**(2) Whether trust funds awaiting investment or 
distribution have been held uninvested or undistributed 
any longer than was reasonably necessary. 


‘‘Such committee shall promptly make a full 
report of such audits and examination, in writ- 
ing, to the board of directors of the bank, to- 
gether with a recommendation as to the action, 
if any, which may be necessary to correct any 
unsatisfactory conditions. The board of direct- 
ors shall give due consideration to such report 
and recommendation, together with the latest 
report of examination by the Comptroller of 
the Currency or examiners designated by the 
Board of Governors of the Federal Reserve 
System furnished to the bank, and shall take 
such steps as are appropriate to correct any 
criticized matters. A report of the audits and 
examination required under this section, to- 
gether with the action taken thereon, shall be 
noted in the minutes of the board of directors; 
and such report shall be made a part of the 
records of the bank. 
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Section 9. Trust Funds Awaiting 
Investment or Distribution 


‘*(a) In general.—Funds received or held by a 
national bank as fiduciary awaiting investment 
or distribution shall not be held uninvested or 
undistributed by the bank any longer than is 
reasonably necessary. 

**(b) Use in conduct of business of trustee bank. 
—Funds received or held by a national bank as 
fiduciary awaiting investment or distribution 
shall not be used by the bank in the conduct 
of its business, unless the bank, under author- 
ization by its board of directors, first delivers 
to the trust department, as collateral security— 


“(1) Bonds, notes, bills, certificates of indebtedness 
or other direct obligations of the United States, or 
obligations fully guaranteed by the United States as to 
principal and interest; or 

“*(2) Other readily marketable securities of the classes 
in which State trust companies or State banks exercising 
trust powers are authorized or permitted to invest trust 
funds under the laws of the State in which such national 
bank is located; or 

**(3) Other readily marketable securities of the classes 
defined as ‘investment securities’ pursuant to section 
5136 of the Revised Statutes of the United States, as 
amended. 


“The securities so deposited as collateral shall 
be owned by the national bank and shall at all 
times be at least equal in market value to the 
amount of the trust funds so used in the conduct 
of the bank’s business. 
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Section 10. Investment of Trust Funds 


“‘(a) Private trusts —Funds received or held 
by a national bank as fiduciary shall, with the 
approval of the trust investment committee and 
subject to the rules of law applicable to fiduci- 
aries, be invested promptly and in strict accord- 
ance with the will, deed or other instrument 
creating the trust. When the instrument creat- 
ing the trust contains provisions expressly 
authorizing the bank, its officers or its directors 
to exercise a discretion in the matter, funds re- 
ceived or held in trust shall be invested only 
with the approval of the trust investment com- 
mittee. When such instrument does not specify 
the character or class of investments to be made 
and does not expressly vest in the bank, its 
officers or its directors a discretion in the mat- 
ter, funds received or held in trust shall be in- 
vested, with the approval of the trust invest- 
ment committee, in any investments in which 
corporate or individual fiduciaries in the State 


in which the bank is acting may lawfully invest. 


“(b) Court trusts.—A national bank acting in 
any fiduciary capacity under appointment by a 
court of competent jurisdiction shall, subject 
to the supervision of the trust investment com- 
mittee, make all investments of funds received 
or held by it in trust under an order of that 
court, and copies of all such orders shall be filed 
and preserved with the records of the trust 
department of the bank. If the court order vests 
a discretion in the bank to invest funds received 
or held by it in trust, or if, under the laws of the 
State in which the bank is acting, corporate 
fiduciaries appointed by the court are permitted 
to exercise such a discretion, the bank, with the 
approval of the trust investment committee, 
shall invest such funds in any investments in 
which corporate or individual fiduciaries in the 
State in which the bank is acting may lawfully 
invest. 


““(c) Collective investments of trust funds.— 
Funds received or held by a national bank as 
fiduciary shall not be invested in participations 
in pools of mortgage bonds or other securities, 
except when the cash balances to the credit of 
certain trust estates held by such national bank 
are too small to be invested separately to ad- 
vantage. Such small amounts may, with the 
approval of the trust investment committee, 
be invested collectively, and participation cer- 
tificates may be issued by the trust department 
to the various participating estates, provided— 


“‘(1) That the bank owns no participation in the 
securities in which such collective investments are made 
and has no interest in them except as trustee or other 
fiduciary; and 

“*(2) That such collective investments are not pro- 
hibited by State law or by the instrument creating the 
trust.” 
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Section 11. Purchase or Sale of Trust Assets to 
or from Trustee Bank or Its Directors, Officers 
or Employees 


‘‘(a) Obligations of trustee bank or its directors, 
officers, etc.—Funds received or held by a na- 
tional bank as fiduciary shall not be invested 
in stock or obligations of, or property acquired 
from, the bank or its directors, officers, or em- 
ployees, or their interests, or in stock or obliga- 
tions of, or property acquired from, affiliates of 
the bank. 

“(b) Sale or transfer of trust assets to trustee bank 
or its directors, officers, etc.—Trust assets shall 
not be sold or transferred to the national bank, 
to its directors, officers, or employees, or their 
interests, or to affiliates of the bank, except that, 
in cases in which the bank has been advised by 
its counsel in writing that it has incurred a con- 
tingent or potential liability to a trust and de- 
sires to relieve itself from such liability, such a 
sale or transfer may be made with the approval 
of the board of directors; provided that in all 
such cases the bank, upon the consummation 
of the sale or transfer, shall reimburse the trust 
involved in cash or other acceptable assets. 

““(e) Dealings between trust accounts.—A na- 
tional bank acting as fiduciary shall not make any 
bank acting as fiduciary shall not make any 
advance to any trust from the funds belonging 
to any other trust, except when the making of 
such advances to a designated trust is specific- 
ally authorized by the trust instrument cover- 
ing the trust from which such advances aremade. 


Section 12. Custody of Trust Securities and 
Investments 


“The securities and investments of each trust 
shall be kept separate from the properties of 
the bank, and the securities and investments 
of each trust also shall be kept separate from 
those of all other trusts except as provided in 
subsection (c) of section 10 of this regulation. 
Trust securities and investments shall be placed 
in the joint custody of two or more officers or 
employees of the bank designated for that pur- 
pose by the board of directors of the bank; and 
all such officers and employees shall be ade- 
quately bonded. 


Section 13. Deposit of Securities with 
State Authorities 


‘“‘Whenever the laws of a State require cor- 
porations acting in a fiduciary capacity to 
deposit securities with the State authorities 
for the protection of private or court trusts, 
every national bank in that State which 
obtains permission from the Board of Gover- 
nors of the Federal Reserve System to act 
in fiduciary capacities shall, before undertaking 
to act in any fiduciary capacity, make a similar 
deposit of securities with the State authorities. 
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If the State authorities refuse to accept such a 
deposit, the securities shall be deposited with 
the Federal Reserve bank of the district in 
which such national bank is located and such 
securities shall be held for the protection of 
private or court trusts with like effect as 
though the securities had been deposited with 
the State authorities. 


Section 14. Compensation of Bank 


(a) In general.—If the amount of the fee or 
compensation for acting in a fiduciary capacity 
is not regulated by State law or stipulated 
or provided for in the instrument creating the 
trust, a national bank acting in such capacity 
may charge or deduct not more than a reason- 
able fee or compensation for its services. When 
the bank is acting in a fiduciary capacity 
under appointment by a court, it may receive 
such fee or compensation as shall be lawfully 
allowed or approved by that court. All income 
derived from the investment of the funds of a 
trust, less a proper fee or compensation and all 
other proper charges, shall be paid over to, or 
credited to the account of, such trust. 

“(b) Officer or employee of bank as co-fiduciary. 
—No national bank shall, except with the 
specific approval of its board of directors, 
permit any of its officers or employees, while 
serving as such, to retain any fee or other 
compensation for acting as a co-fiduciary with 
the bank in the administration of any trust 
accepted or undertaken by it. 


Section 15. Insolvency or Voluntary 
Liquidation of Bank 


“‘(a) Insolvency.—Whenever a national bank 
exercising fiduciary powers becomes insolvent 
and a receiver is appointed therefor by the 


Comptroller of the Currency, such receiver 
shall, pursuant to the instructions of the 
Comptroller and to the orders of the court or 
courts of appropriate jurisdiction, proceed to 
close such trusts and estates as can be closed 
promptly and transfer all other trusts and 
estates to properly appointed substitute fidu- 
ciaries. ; 

“(b) Voluntary liquidation.—Whenever a na- 
tional bank exercising fiduciary powers is placed 
in voluntary liquidation, the liquidating agent 
shall, in accordance with the laws of the State 
in which such national bank is located, proceed 
at once to liquidate the affairs of the trust 
department as follows: 


**1. All court trusts and estates under the jurisdiction 
of a court shall be closed or disposed of as soon as prac- 
ticable in accordance with the orders or instructions 

“of the court having jurisdiction. 

“2. All voluntary trusts which can be closed promptly 
shall be closed as soon as practicable and final account- 
ing made therefor. 

“3. All other trusts shall be transferred by appropriate 
legal proceedings to properly appointed substitute 
fiduciaries. 


Section 16. Surrender of Trust Powers 


“(a) Procedure-—Any national bank which 
has been granted the right by the Board of 
Governors of the Federal Reserve System to 
act in any fiduciary capacity or capacities and 
which desires to surrender such right shall 
signify such desire. through a resolution duly 
adopted by, and recorded in the minutes of, 
its board of directors. A properly certified 
copy of such resolution shall be filed with the 
Federal Reserve bank of the district in which 
such national bank is located and shall be 
accompanied by (1) a letter stating the reason 
why, or the purpose for which, such national 
bank wishes to surrender its right to exercise 
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trust powers, unless such reason or purpose 
shall have been amply stated in the resolution 
itself, (2) the permit or permits previously 
issued by the Board to such national bank 
granting it the right to act in any fiduciary 
capacity, and (3) any certificate or certif- 
icates previously issued to such national bank 
by the Board under the provisions of sections 
3 and 5 of this regulation, except that, in case 
any such permit or certificate shall have been 
lost or destroyed, an affidavit by any officer 
of such national bank as to such loss or destruc- 
tion shall be filed in lieu of such lost or destroyed 
permit or certificate. 

“(b) Words “‘Trust Company” as part of 
bank’s title—Before issuing the certificate 
described in subsection (d) of this section of this 
regulation, the Board will require any national 
bank which desires to surrender its right to 
exercise trust powers, and which has the 
words “trust company” as part of its title, to 
eliminate such words from the title. The 
elimination of such words involving a change 
in the name of the bank is a matter within the 
jurisdiction of the Comptroller of the Currency. 
Such a national bank, therefore, at the time of 
the adoption of the resolution referred to in 
subsection (a) of this section of this regulation, 


should communicate with the Comptroller 
of the Currency for advice as to the procedure 
it will be necessary for it to pursue in order 
to eliminate such words. Advice that such 
national bank has taken this step should be 
given, in writing, to the Federal Reserve bank 
at the time of the filing of the documents 
required by subsection (a) of this section of this 
regulation. 

“(c) Examination of trust department.—Upon 
receipt of the documents referred to in sub- 
section (a) of this section of this regulation, the 
Board will request the Comptroller of the 
Currency, upon the occasion of the next regular 
examination of such national bank, to have 
one of his examiners make an investigation of 
the trust department of the bank in order to 
determine whether the bank, pursuant to 
authority granted to it under section 11(k) 
of the Federal Reserve Act, has actually 
accepted or undertaken the exercise of any trust; 
and, if so, whether it appears from the records 
of the trust department in the case of each 
trust so accepted or undertaken— 

**(1) That all assets and papers belonging to the trust 
estate have been delivered by the bank to the person or 
persons entitled to receive them; and 

“*(2) That the duties of the bank as fiduciary have 
been completely performed and that the bank has been 
discharged or otherwise properly relieved of all of its 
duties as fiduciary. 

“In exceptional cases, the Board may make, 
or may request the Comptroller of the Currency 
to make, a special examination of the trust 
department of such national bank in order to 
obtain the information referred to in this 
subsection. 

““(d) Certificate of Board of Governors of the 
Federal Reserve System.—If, upon the basis 
of the examination referred to in subsection 
(c) of this section of this regulation, the Board 
shall be satisfied that the national bank desiring 
to surrender its right to exercise trust powers 
has never accepted or undertaken to exercise 
any trust or that its duties as fiduciary have 
been completely performed and that it has been 
discharged or otherwise properly relieved of 
all of its duties as fiduciary, and if, in the case 
of a national bank the title of which previously 
had included the words ‘trust company,’ 
the Board shall also be satisfied, from advice 
received from the Comptroller of the Currency, 
that the bank has properly eliminated these 
words from its title, the Board may, in its 
discretion, issue to such national bank a cer- 
tificate certifying that such bank is no longer 
authorized to exercise any of the trust powers 
conferred upon it by the Board.” 


Section 17. Board Forms 
All forms referred to in this regulation and 
all such forms as amended from time to time 
shall be a part of this regulation. 





The Layman’s View of the Trust Department 


Interviews with Business and Professional Men and Women 


Editor’s Note: To determine what some of the typical business and pro- 
fessional people of means think of trust department work, members of 
the Staff of TRusT Companies Magazine initiated a series of interviews 
which are reported anonymously. The purpose of these interviews is to 
provide an unabridged commentary on the questions, doubts and criticisms 
which trust officials must answer if many of their prospects are to repose 
full confidence in them and make adequate use of trust services. This is the 


fifth of a series. 


An Investment Banker’s Viewpoint 


S a partner in a nationally known in- 

vestment banking house, and from 
previous experience in the field, where he 
had contacts with many financial institu- 
tions, Mr. E. has been able to observe the 
work of both small and large trust depart- 
ments, particularly from the investment 
administration angle. In his opinion, the 
management and conservation of invest- 
ments is a job requiring not only exten- 
sive training but also continual study and 
undivided attention, which adequately 
staffed trust departments can give. He 
believes, however, that an established, 
conservative investment house is in a 
favorable position to render investment 
management services because of long ex- 
perience and specialization, and provided 
they adhere to the rule of trusteeship 
against self-dealing in purchase of se- 
curities. 

Considering investment ability as the 
major criterion of successful trust ad- 
ministration, he has noted wide varia- 
tions in the consideration given to super- 
vision of trust portfolios, and feels 
strongly that the small trust department 
operated by part-time officers or without 
constant supervision of a well-organized 
investment committee, has no justifica- 
tion. The established and well-supported 
trust departments have, in his experi- 
ence, performed highly conscientious and 
able analysis and supervision of port- 
folios, where the account executives have 
not been burdened with an unmanageable 
number of accounts. Where there has 
been a low quality of investment manage- 
ment, he has found it generally traceable 
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to unduly low salary scales and other 
shortsighted economies. 

In some of the very small trust depart- 
ments of banks with commercial, savings 
and trust services combined, he has noted, 
in the past, the practice of purchasing ~ 
“legals” for all departments at the same 
time, with far too great reliance on the 
fact that such securities were on the 
“legal” list. In other cases attempt was 
made to solve the investment problem by 
simply putting 50 per cent in government 
securities and the balance in local mort- 
gages (or even cash during periods of 
uncertainty). This was often due, he be- 
lieves, to preconceived ideas or inherited 
policies which did not give due consider- 
ation to changing conditions. The most 
effective combination of judgment is se- 
cured by representation on the invest- 
ment committee of both the knowledge of 
trust requirements on the part of the 
trust executives, and the knowledge of 
market conditions on the part of the bank 
officers. 

There is no question, in his opinion, 
that trustees should be given discretion- 
ary powers since market conditions, de- 
velopments in the various industries and 
costs of living undergo continual changes. 
The emphasis should be on selection of 
a qualified trustee rather than on restric- 
tions of investment latitude, and diversi- 
fication with some equities might well be 
allowed in the trustee’s discretion. Such 
discretion, however, implies constant 
surveillance, particularly in stocks, not 
only because of ups and downs of gen- 
eral conditions but also changes affecting 
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particular enterprises. But such surveil- 
lance should be the primary duty at all 
times. In the case of stocks, which should 
always be listed ones, except in cases of 
bank and insurance shares, he considers 
marketability more important than the 
statistical position. 

It is as important to know what the 
prospect for investment management or 
trust service can afford to do as what he 
wants to do; whether he needs a steady 
income from his fund, or is more con- 
cerned with principal appreciation. 

There is a financial modesty, just as 
there is a personal modesty, and it is a 
most important consideration to Mr. E. 
that the official in whom he reposes con- 
fidence be available, to himself or his 
heirs, for informed discussion of any 
major problems that might arise out of a 
trust relationship. The corporate fiduci- 
ary’s advantage of continuity alone 
makes it inadvisable, in his opinion, to 
consider appointment of an individual, 
and the carefully selected trust company 
has unusual facilities and organization 


for the all-important job of investment 
research, analysis and _ supervision. 
Character of the management is the prin- 
cipal question in choosing a fiduciary or 
investment service, and while the man- 
agement of a trust company may change, 
the process should not affect the type of 
personnel undesirably, or rapidly, as con- 
tinued reputation and accountability are 
major factors in their operation. 


Exercise of Trust Functions 

in Virginia 
A recent survey conducted by the Vir- 
ginia Bankers Association, among the 388 
banking institutions of the State, discloses 
that 121, or 38% were, as of February, 
1936, actively exercising trust powers. Of 
these, 116 apply the schedule of charges 
for trust functions adopted by the Virginia 
Clearing House Association. The remaining 
250 banks replying to the questionnaire re- 
port that they are not actively exercising 
trust powers, this number including several 
which are administering a very few trust 
accounts but are not undertaking acceptance 

of further fiduciary business. 





Anniversary of India’s Premier National Bank and 
Trust Institution 


HE Central Bank of 

India at Bombay, has 
entered its twenty - fifth 
year of banking service. 
Romance in finance is an 
oft-told story, but the fruit- 
ful realization of an origi- 
nal undertaking and an 
ever-widening service to his 
fellow-man, is a story that 
never grows old. 

The idea of starting a 
purely Indian bank was 
first conceived by Mr. S. N. 
Pochkhanawala, who had 
had several years of prac- 
tical banking experience, 
and held the distinction of 
being the first Indian to pass the Lon- 
don Institute of Bankers’ examination. 
As Managing Director of the institution, 
he now views his one-time dream in its 
reality as India’s second largest bank. 

The bank was established primarily 
to serve national ends in banking and to 
vindicate the capacity of native citizens 
to manage their own financial institution. 
This phase has been brilliantly accom- 
plished in that all employees are Indians 
and the institution has seen remarkable 
growth. 

A distinguishing feature of the bank is 
that it was the pioneer in widening the 
concept of the scope of a bank’s utility in 
India. Prior to its advent, all banks had 
confined their activities to customary 
banking operations proceeding in the same 
fields of service as their predecessors had 
followed for years. The organizers of the 
Central visualized the growing need for a 
bank to cater to the diverse financial needs 
of the rapidly developing commerce of the 
country, and this foresight and alertness 
in carrying out its plans is no doubt to a 
great measure responsible for the growth 
and prestige the bank has enjoyed. 

Among the bank’s allied activities, one 
of the most important is the executor and 
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Sir Sorabji N. Pochkhanawala, 
Kt. 


trustee department. This 
was established in May, 
1929, and has been func- 
tioning on the lines of 
trust companies in England 
and America. During these 
brief seven years of its ex- 
istence the department has 
proven the faith the public 
holds in the bank, and has 
received abundant public 
patronage. It is now ad- 
ministering more than one 
hundred and fifty estates 
with aggregate value of 
about $2,880,000.00. 

This department, the 
first of its kind in India, 
has supplied to the countrymen a 
long felt need in providing specialized 
facilities and trained personnel for the 
administration of estates and of living 
and testamentary trusts. Mr. F. R. 
Vachha, B.A., LL.B., is in charge of the 
fiduciary functions. Unlike the titles 


Graduate Lady Assistants—Ladies Department 
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carried by trust men in the United States, 
Mr. Vachha’s title is that of solicitor. 


Another interesting feature of the special 
services offered is the separate department 
to accommodate the banking needs of the 
lady clients. The Central Bank is the only 
bank in India having this feature and it 
has proven exceedingly popular, to the 
extent that more than one thousand lady 
customers make use of this department 
every month. 


Banking education in India is still in 
an embryonic stage, and with a view to 
enabling promising young men to acquire 
practical training in banking, the Central 
Bank has instituted a system of appren- 
ticeship. If found satisfactory, these 
apprentices are promoted to responsible 
positions, and in addition to giving them 
adequate facilities for gaining practical 
experience in the work of the various 
departments, instructive lectures are also 
delivered occasionally by the Managing 
Director. It is interesting in this connec- 
tion to observe that almost all the present 
officers of the bank received their early 
training from him. 


Future of Interest Rates 


In a report on “The Probable Duration 
of this Low Interest Rate Period,” the Eco- 
nomic Policy Commission of the A.B.A., 
presented, through Chairman Leonard P. 
Ayres of Cleveland, the conclusion that “the 
prevailing low levels of interest rates are 
primarily due to the existing huge excess 
reserves of member banks, and that a con- 
tributing factor operating to keep them low 
is found in the large volume and slow turn- 
over of demand deposits in the banks. .. . 
Moreover, it seems improbable that the ad- 
ministration and the federal reserve au- 
thorities will take, or can safely take, the 
steps that would sharply reduce the ex- 
cess reserves of banks, and result in ma- 
terially higher interest rates, until the gov- 
ernment is well on the way toward balanc- 
ing its budgets, and has refunded most of 
its short-term debt. 


“With long continued business improve- 
ment federal borrowings will presumably 
be progressively reduced and finally termi- 
nated. While those developments are under 
way the volume of demand deposits will be 
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continuously increasing as long as deficit 
financing is being done. This must result 
in a continued slow rate of turnover of de- 
mand deposits despite business recovery. 
The conclusion from these premises is that 
even with continued business recovery, and 
good progress toward budget balancing, and 
the refunding of most of the short-term 
federal debt, the levels of bank interest 
rates may be expected to continue at low 
levels intermediate between those now pre- 
vailing and those we formerly considered 
as normal, unless federal action is taken to 
reduce excess reserves, or unless prices in 
general rise far above present levels, and 
above those that prevailed in the years just 
before the depression.” 


The Way of a Will 


Max Wockenfuss, in his will, left his son 
a five dollar bequest “to buy a book to 
teach him respect for those to whom respect 
is due.” The will was filed in New York 
City. 

Giuseppe Gallo’s will, filed recently in 
Queens County, N. Y., revealed that a 
man’s testament can carry ill feelings as 
readily as benediction and recalls a Chinese 
proverb that “Those who leave evil thoughts 
behind will be thought of in evil.” 

The will created a trust fund for a friend 
who cared for him prior to his death. To 
four of his children he directed that “each 
be given a 5-cent piece with instruction to 
use same to purchase a piece of rope in 
hope that each will strangle himself or 
herself with said rope.” 


The original manuscript of a speech 
made by Abraham Lincoln shortly after the 
Presidential election of 1864, was recently 
reported discovered in the vault of the First 
National Bank of Dryden, N. Y. 

F. H. Stafford, vice president of the bank, 
states that the original manuscript of the 
speech is accompanied by a letter signed by 
Robert T. Lincoln under date of April 18, 
1916, in which it was presented to Hon. 
John W. Dwight, Congressman from this 
district, to show his gratitude for Mr. 
Dwight’s effective work in the legislation 
providing for the erection of the Lincoln 
Memorial. Both are now the property of the 
local Southworth Library, coming to them 
from the Dwight estate, and for many years 
have been in the vault of this bank for safe- 
keeping. 





Half Century of Trust and Banking Service 
to Springfield 


The Springfield Safe Deposit and Trust Com- 
pany of Springfield, Mass., is celebrating its 
fiftieth birthday on June 1 of this year. During 
its half-century of business activity it has be- 
come one of the leading banks of western Massa- 
chusetts, holding not only a respected place in 
its own community but being known as a sound 
institution throughout New England. The bank 
was organized in 1886 by Colonel John G. 
Mackintosh and a small group of associates 
with the intent of providing a commercial bank 
of unquestioned integrity with a trust depart- 
ment where estates and funds should be ad- 
ministered with consecutive and _ intelligent 
fidelity. The original capital was $200,000 and 
when the doors were opened there were neither 
advanced deposits nor any paid-in surplus. 

Trust powers were granted in the charter, 
issued under special act of the Massachusetts 
legislature. The first appointment from the 
probate court was accepted May 1, 1889, the 
first voluntary trust was established March 28, 
1891, and the first charitable trust, April 6, 
1894. The oldest trust now on the books was 
received in July, 1892. 

For twenty-two years the institution occupied 
its original quarters in a bank owned by others 
on the main street of the city but at the end of 
that time its growth had been so great that 
larger quarters had become a necessity. It 
moved into the ground floor of the then new 
building of the Massachusetts Mutual Life 


Banking History Reflected in 
Hundred Years of Bank Publication 


‘All is lost! No! All is saved! The New 
York City Banks have suspended specie 
payments! And the Country Banks will 
follow. Certified checks will be the order 
of the day—-Country money will be the 
currency on which all retail business will 
be done. The United States will make an 
issue of Treasury notes, and thus loom up 
the volume of paper currency. Good times 
—for a time, and then, depression comes. 

“It will be a few days before we can 
again give reliable quotations; but we see 
clearly that system can be brought out 
of this chaos. We shall come to the rescue, 
and do what we can toward regulating the 
currency . 

“Specie is in demand, commanding 3 to 
6 per cent. premium, for country notes.” 

This notice appeared as the lead article in the 


505 


Insurance Company, one of the leading insur- 
ance companies of the country. When it opened 
its second home its capital had grown to 
$500,000 and its surplus and undivided profits 
were over $600,000, its deposits $3,500,000 with 
trust department assets of more than $3,000,- 
000. For twenty-four years it occupied this 
second home and at the end of that period 
again growth demanded larger quarters. The 
present bank building was erected on State 
Street near Main Street and was occupied in 
1933. 

The present home of the Company is one of 
the most modern in the section, with every de- 
partment housed in commodious quarters and 
all possible arrangements made for the conveni- 
ence of customers. This year, with the fiftieth 
anniversary at hand, the capital and surplus 
are more than $2,000,000, the deposits have 
grown to over $12,500,000 and the assets of the 
trust department are close to the $50,000,000 © 
mark. 

It is interesting to note that the growth of the 
bank has never been aided by merger or con- 
solidation and that of its present capital and 
surplus of $2,000,000 only one-half million was 
paid in, the balance having been earned. 

Edward Kronvall, the fourth and present 
president, entered the employ of the bank in 
1909. His three predecessors in office were all 
connected with the bank in 1886, at the time of 
its inception. 





“Thompson’s Bank Note and Commercial 
Reporter,” now the American Banker, on 
October 17, 1857. 

The American Banker, only daily banking 
newspaper in the United States, will celebrate 
their one hundredth year of publication in June 
with a 150 page edition. 

The paper began in 1836, as the ““Thompson’s 
Bank Note Reporter,”’ publishing complete in- 
formation as to the solvency of banks and their 
issues of bank notes. This was before the days of 
national banks, and before it was assumed that 
the Constitution gave the Federal Government 
the right to print legal tender currency. 

Although the office files do not carry back as 
far as 1836, references are recorded to the paper 
in that year, the exact day of the month of its 
founding, however, is uncertain. 

Some of the older issues in the offices present 
interesting stories on the size and kind of cur- 
rency issued by the various states. In those 
days it appeared that the size of a bill was 
supposedly indicative of the soundness of the 
issuing institution. 
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Apparently the greatest value of the Reporter 
was to keep readers posted on current issues of 
currency and to warn them against counterfeit. 
An issue dated September 24, 1842, gives warn- 
ing on counterfeit bill as: 

Manhattan Company, New York 1’s dated June 2, 
1836, badly executed and coarsely filled up, the final E 
in June left out. 10’s, altered from 1’s, to detect which 
very close inspection is necessary. 

The American Banker, published in New 
York, is national in scope and circulation. Its 
present title was adopted in 1887, and since 
1925 it has been published every week day 
carrying up-to-the-minute banking and finan- 
cial news. 


Boston Life Insurance Trust 
Council 

The regular monthly meeting of the 
Boston Life Insurance and Trust Council 
was held at the Boston Chamber of Com- 
merce, April 21. Basil S. Collins, Presi- 
dent of the Council, presided as Chair- 
man before a large group of local trust 
and insurance men. E. Russell Davis, 
Vice-president of Old Colony Trust Com- 
pany in charge of investments, and W. A. 
Paxton, Treasurer of the Berkshire Life 
Insurance Company, Pittsfield, Mass., 
were the principal speakers. 

Mr. Paxton spoke of the risk which 
men can take in their own businesses, as 
against the lack of risk which they can 
assume in the creation of their own per- 
sonal estates. He further commented on 
the future of money rates, and said that 
the confidence of the average business 
man is dependent on a balanced national 
budget, as national deficits were created 
by the Government in order to stimulate 
business until such time as the accelera- 
tion of business obviated the further ne- 
cessity of creating deficits. “Trustees 
above all must realize their responsibility 
as trustees, and not be carried away by 
each new untried theory to hasten that 
Utopian condition for which we have 
been striving for a thousand years, lest 
we lose all we have gained in the last 
hundred years.” 

“The ideal trust or business customer,” 
Mr. Davis emphasized in his talk, “is not 
a Henry Ford or a J. P. Morgan, but any 
man who, by reason of his intelligence 
and industry over the years, has balanced 
his personal budget and created a surplus, 
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either small or large. The rising tide of 
debt and taxation in this country is press- 
ing harder and harder on this class of 
people. They must be preserved, for if 
the will to strive and the will to save are 
dulled or destroyed, what we know as 
America will be gone.” 


New York Community 
Trust Report 


Resources of the New York Community 
Trust rose to $8,419,742 at the end of 1935, 
compared with $8,024,688 a year previously, 
according to its annual report, entitled ‘‘Forty 
Funds,” published today. The trust now ranks 
fifteenth among American Foundations, based 
on size of capital and seventeenth in volume of 
appropriations, according to a tabulation com- 
piled by the Twentieth Century Fund. 

Appropriations totaling $187,054 were paid 
out during the year and fresh capital of $123,047 
was received in four new funds and enlarge- 
ments of three previously established trusts. 
Slightly over half the present aggregate re- 
sources is subject to private “life uses” preced- 
ing their availability for philanthropic purposes. 

The five largest institutional beneficiaries of 
the trust’s grants were: 

Salvation Army $51,588 
Visiting Nurse Service 44,377 
Hebrew University in Palestine...... 21,294 
United Hospital Fund 

Charity Organization Society 

“Apart from real estate securities and one 
additional item under $75,” the report states, 
“every investment in every fund of the trust 
now applicable to charitable purposes paid its 
1935 interest on time and in full; in all such 
funds the par value of real estate mortgage 
bonds was under $300,000 and the cumulative 
interest arrearage thereon is less than $17,000.” 

A review by Ralph Hayes, executive director, 
cites various obsolescent charitable funds as 
illustrative of the need of the administrative 
flexibility supplied by the community trust: 

“As they were overtaken by mutations that no finite 
eye could fathom, the funds created tomorrow will be 
obliged one day to function in a world that no con- 
temporary observation can forecast. We are not en- 
titled to dismiss these back-firing benefactions as bits 
of non-recurring Americana. Quite possibly they are— 
in degree and with antique touches—a preview of a 
facet of ourselves that will some day entertain or irritate 
posterity, and disadvantage it.” 

Fifteen banks and trust companies of New 
York, Brooklyn and Westchester are the cus- 
todians and trustees of the trust’s forty funds, 
each of which retains its separate identity and 
accounts. Cumulative disbursements by the 
trust since 1925 exceed $1,500,000. 





Wills Recently Probated 


Dr. C. Jefferson Miller 
Physician and Surgeon 


Dr. Charles Jefferson Miller, one of the na- 
tion’s foremost specialists in gynecology and 
abdominal surgery, appointed, in his will, the 
Hibernia National Bank, New Orleans, La., as 
executor and trustee of his estate. 

Dr. Miller, a leading opponent of the trend 
toward socialized medicine, was former presi- 
dent of the American College of Surgeons; 
former president of the American Gynecological 
Society, and of the American Surgical Associa- 
tion, and a former chairman of the section of 
Gynecology and Abdominal Surgery of the 
American Medical Association. At the time of 
his death he was professor of gynecology at 
Tulane University. 

Because there is no provision for trusts in 
Louisiana since passage of Act 7 of 1935, that 
part of the will appointing the bank as trustee 
is, of course, eliminated; however, the widow 
and daughter have placed all of their interest in 
the estate with the bank to handle under a 
custodianship arrangement. 


Timothy Hopkins 
Rail and Utility Director 


Under the terms of the will of Timothy Hop- 
kins the Wells Fargo Bank & Union Trust 
Company, San Francisco, Cal., was named 
executor of his estate. 

Mr. Hopkins was one of the original trustees 
of Stanford University with a life tenure in that 
position. He was a director of the Southern 
Pacific Railroad, the Pacific Telephone and 
Telegraph Company and a number of other large 
companies. 

His father, Mark Hopkins, was a pioneer in 
the far west railroad development and was one 
of the “big four” in the old Central Pacific 
Railroad. 


Dr. Roger Griswold Perkins 
Pathologist 


Dr. Roger Griswold Perkins, a noted pathol- 
ogist and professor emeritus of preventive 
medicine at Western Reserve Medical School of 
Cleveland, Ohio, named in his will his nephew 
and the Rhode Island Hospital Trust Company, 
Providence, as executors and trustees. 

He willed a collection of books on the “His- 
tory of Preventive Medicine” to the Cleveland 
Medical Library, and provided an endowment 
fund for the maintenance of the collection. The 
bulk of his estate is left in trust for the benefit 
of relatives. 
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James T. Moran 
Telephone Head 


The will of James T. Moran, chairman of the 
board of directors and formerly president of the 
Southern New England Telephone Company, 
named The First National Bank & Trust Com- 
pany, New Haven, Conn., as executor of his 
estate. 

Mr. Moran had been associated with the tele- 
phone company for the past 52 years. He en- 
tered their service shortly after receiving his 
law degree from Yale in 1885, serving as presi- 
dent of the company from 1917 to 1930, when he 
was elected chairman of the board. 

At the time of his death he was director of 
New Haven Gas Light Company, the Security 
Insurance Company, and many other corpora- 
tions. 


Otto P. Heggie 
Stage and Screen Actor 


The Chase National Bank of New York 
was named as co-executor and co-trustee 
under the will of the late O. P. Heggie. 

An actor of renowned ability, Mr. Heggie 
gained his widest popularity and achieved 
his greatest success in character portrayals. 
Being an Englishman, he was especially 
adept in English roles and was cast in those 
parts particularly. 

Under the terms of the will Mrs. Heggie 
receives the income from the residue of the 
estate. At her death it is distributed be- 
tween the three children per stirpes. 


Sandor Harmati 
Symphony Orchestra Director and Composer 


Sandor Harmati, violinist, composer and 
symphony orchestra director, named the 
National City Bank of New York in his 
will, as executor of his estate. 

Mr. Harmati won the 1922 Pulitzer Prize 
in music for his “Symphony Poem” and has 
directed many symphony orchestras both in 
the United States and abroad. Although 
not a native American he was one of the 
greatest champions of our national sym- 
phony music. 

At the time of Mr. Harmati’s death his 
estate consisted of only a minor part of its 
original worth. His wife valued his violin 
at only fifty dollars. In view of the nominal 
requirements of administration, the Na- 
tional City Bank renounced its executor- 
ship appointment in favor of the widow. 





Developing New Trust Business 


Shoes—Automobiles—A Box of Candy and Banking 


It is not hard to assume that curiosity is 
immediately aroused as to what possible 
there could be between such seemingly un- 
related matters. The answer is cleverly pro- 
vided in a booklet issued by the National 
Bank of New Jersey at New Brunswick, 
N. J., and which, by this strange title, effec- 
tively accomplishes the first advertising 
hurdle of creating interest. 

The foreword contains a message signed 
by the president. He gives a sketch history 
of the institution citing in one paragraph 
a newspaper advertisement used by the 
bank in 1850. It ran: “the Farmers and 
Mechanics Bank is doing a small and, we 
believe, safe business and is abundantly able 
to meet all its engagements and is entitled 
to public confidence.” 

The following are extracts taken from 
the booklet: 

“Most people do not think very much 
about banks. The majority really have no 
idea what a bank does. Of course, they 
know that they can leave their savings with 
a bank to earn interest; that a bank is the 
place to go if they want to borrow money; 
and that a bank offers them a checking 
service. But beyond that, a bank to the 
majority is just a fine looking building on 
the main street with handsome offices and 
mahogany desks. 

“They do not think of a bank as a busi- 
ness, just like a department store or an 
automobile agency or a candy shop and, 
like them, justified only as it shows a profit 
sufficient to maintain its service. 

“There is a reason for this misunderstand- 
ing. You go into a store and you buy a 
pair of shoes or a box of candy. You can 
see the pair of shoes, feel them, wear them 
or carry them home. You can put a piece of 
candy into your mouth and taste it. You 
purchase an automobile and you can sit in 
it and drive it. 

“A bank sells you nothing you can wear 
or eat or in which you can ride. Its busi- 
ness is selling service. In this respect only 
is it different from a department store, 
candy shop or automobile agency. Its job, 
no less than that of any other business, is 


to sell people what they want and what they 
need. As long as a bank does this, people 
will use it and it should be able to show 
a profit.” 

The various departments of the bank are 
then presented in the same conversational 
style, explaining briefly the working of each. 
The trust department is dealt with in this 
manner: 

“The trust department is competent to 
handle all of the many complicated matters 
involved in the supervision of property en- 
trusted to its care. In a fiduciary capacity 
it acts as executor of estates under will or 
as administrator where there is no will. It 
will help you arrange your estate so that 
it will more adequately meet the future 
needs of your family and relieve them of 
responsibility. It plans and administers all 
types of trusts, whether testamentary, vol- 
untary, life insurance or business insurance, 
for the benefit and protection of individuals 
or businesses. As guardian appointed by the 
court, it manages the property of minors 
and persons of unsound mind. As customers’ 
agent, it acts as custodian for property en- 
trusted to it. Charged in this capacity with 
the safekeeping of securities and mortgages, 
this bank is responsible for the collection of 
income and for collection of proceeds of 
called or matured bonds. It advises cus- 
tomers of subscription rights, calls, defaults 
and reorganizations. Upon written authori- 
zation it buys and sells securities for cus- 
tody clients. 

“The real estate department is prepared 
to manage real estate, which includes col- 
lection of rents, supervision of insurance, 
repairs and payment of taxes.” 


A Primer of Wills and Trusts 


The Maryland Trust Company, Baltimore, 
has issued the fourth edition of their forty- 
two page 8% in. x 5% in. booklet entitled 
“A Primer of Wills and Trusts,” copyright 
by Robertson Griswold, vice president of the 
company. The booklet is in question and an- 
swer style, and contains an informative 
chart which is reproduced on the following 
page: 
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WOULD YOU WILLINGLY IMPOSE A BURDEN OF 
THIS KIND UPON ANY RELATIVE OR FRIEND? 


The Duties of an Executor or an Administrator 
OBTAIN LETTERS 


Letters Testamentary Letters of Administration 
If There Is a Will If Theres No Will 


Locate and File File Probate File File 
Read Will Petition will will Petition Renunciations 


ASSEMBLE ASSETS 


Give Statutory Close Out Collect Open and List Inspect Real Estate Locate and Take 
Notice to Brokerage Open Contents of Safe and Arrange to Control of All Other 
Creditors Accounts Accounts Deposit Boxes Receive Rents Properties 


Take Over Collect Life Locate Out of State Take Care 
Cash and Insurance Payable Properties and Obtain of Business 


\ Bank Accounts to The Estate ‘Tax Waivers Interests ; 


SAFEGUARD ASSETS 


Make and Have Securities Conserve Keep Real Estate Raise Necessary Cash 
File Inventory Transferred Business Assets Insured, Repaired Without Impoverishing 
and Rented Estate 
Have Appraisals Dispose of Analyze and Adjust and Settle 
Made Perishables Review Securities Disputed Claims 


PAY CHARGES 


Taxes Debts 
Administration 
¢ ‘ Open Mortgages Expenses 
File Notices, Make Returns, Accounts 
Calculate and Pay Taxes 


Property Taxes, Income Tax Income Tax Federal Maryland Notes Unliquidated Appraisers” Legal 
City and of Estate Inheritance Tax Claims Fees Fees 
State Taxes Decedent 
Court Commissions for 
Real Estate Intangible Personal Costs Administration 
Tax Property Tax 


Tangible Personal 


\ Property Tax ] 


DISTRIBUTE NET ESTATE 


Make Up and File Obtain Make Distributions 
Administration Accounts Releases 
- Under Will If No Will Among Next 
Among Devises of Kin According to Law 


PERSONAL SERVICE 


Confer with Relatives, Arrange for Living Advice on Business Be a Patient and 
Friends and Associates Expenses of Family and Personal Problems Sympathetic Friend 


MARYLAND TRUST COMPANY 


MAKES A BUSINESS OF ADMINISTERING’ ESTATES 





Life Insurance—Taxes—Trust Principles Stressed by Wachovia 


The Wachovia Bank and Trust Company, 
North Carolina, head office, Winston-Salem, 
has stressed the importance of life insur- 
ance, taxes and trust principles in both fold- 
ers and newspaper advertisements. Excerpts 
from these follow: 


The North Carolinian of Property 


Estate problems, as your attorney will in- 
form you, have develéped surprisingly in 
North Carolina in a single generation. 

In common with the rest of the country, 
the resident of the Old North State faces 
the complications caused by increased Fed- 
eral and State taxation. But in addition he 
has special concerns of his own. 

These are largely the result of North 
Carolina’s increase in population, which has 
been far more rapid than for the United 
States as a whole. They are due also to the 
rapid upbuilding of North Carolina as an 
industrial State—where, until a few years 
ago, it was almost exclusively agricultural. 
The growth of corporate ownership in this 
State, the vastly increased holdings of se- 
curities by North Carolinians in enterprises 
of other sections, the inflation and deflation 
of real estate—these and numerous other 
local problems are added to the burden of 
the individual who wishes to make wise and 
economical disposal of property, and give 
reasonable protection to his family. 

The ways in which successful Carolinians 
are meeting this trying situation are out- 
lined in a booklet recently published by 
Wachovia: “What Is The Answer To Today’s 
Estate Problem?” We shall be pleased to 
send you a copy on receipt of the enclosed 
postcard. 


Life Insurance and Its Place in Your Estate 
Plan 


Life insurance has proved itself a strong 
and loyal friend to the average man and his 
family during the recent trying period. 

Life insurance creates the estate. Trust 
service conserves it. Money without man- 
agement is a fickle servant, much given to 
swapping masters. Trust service supplies 
management. 

An insurance trust (created by making 
policies payable to a trustee to be admin- 
istered for the beneficiaries) offers the 
FLEXIBILITY which is not obtainable un- 
der optional settlements. It can provide dis- 
cretionary powers, if you wish, for the trus- 
tee to use in meeting emergencies and the 
changing needs of a growing family. 


It provides sympathetic, personal, local 
contact and administration. 

A booklet which we have recently issued 
—‘What Is The Answer To Today’s Estate 
Problem ?”—lists the safeguards that sur- 
round life insurance funds when adminis- 
tered by the Trust Department of the 
Wachovia. These safeguards are vital, in our 
judgment, to the security of any family that 
depends upon inherited property. 

We shall be happy to mail you this book- 
let on receipt of the enclosed post card. 


Life Insurance Trust 


From an illustrated advertisement en- 
titled “He has never heard of a life Insur- 
ance Trust but it would meet his main 
worry,” the text reads as follows: 

If he could read the future, planning his 
estate would be simple. 

But he has seen enough of life to know 
that even his substantial life insurance cov- 
erage may not be enough to take care of his 
family. 

If it is paid in lump sums, it may fall into 
hands that will make quick work of it; if 
it is paid under optional settlement plans, 
the payments may not be enough to meet 
unforeseen emergencies. 

Naturally, he is in a quandary. His worry 
could be cleared up easily enough by a talk 
with one of Wachovia’s trust men, and 
formulating an estate plan. For his own 
particular situation, a life insurance trust 
—fiexible, secure, and economical—would be 
part of the picture. 

Have you arranged your estate program? 


Trust Principles 


In April, 1933, the Executive Council of 
the American Bankers Association adopted 
“A Statement of Principles of Trust Institu- 
tions.” Certain sections of it are well worth 
reviewing publicly from time to time. 


Personal Trusts 


In the administration of its personal trust 
business, a trust institution should strive at 
all times to render unexceptionable business 
and financial service, but it should also be 
careful to render equally good personal 
service to beneficiaries. 

The first duty of a trust institution is to 
carry out the wishes of the creator of a 
trust as expressed in the trust instrument. 
Sympathetic, tactful, personal relationships 
with immediate beneficiaries are essential to 
the performance of this duty, keeping in 
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mind also the interests of ultimate benefi- 
ciaries. 


Confidential Relationships 


Personal trust service is of a confidential 
nature and the confidences reposed in a trust 
department by a customer should never be 
revealed except when required by law. 


Fundamental Duties of Trustees 


It is the duty of a trustee: 

—to administer a trust solely in the in- 
terest of the beneficiaries without permit- 
ting the intrusion of interests of the trustee 
or third parties that may in any way con- 
flict with the interests of the trust; 

—to keep and render accurate accounts 
with respect to the administration of the 
trust; 

—to acquaint the beneficiaries with all 
material facts in connection with the trust; 

—and, in administering the trust, to ex- 
ercise the care a prudent man familiar with 
such matters would exercise as trustee of 
the property of others, adhering to the rule 
that the trustee is primarily a conserver. 


Separation of Trust Properties 


The properties of each trust should be 


kept separate from those of all other trusts 
and separate also from the properties of the 
trust institution itself. 

Needless to say, these principles were up- 
held by the Wachovia and many other trust 
companies long before the “Statement” was 
formulated. 


Efficient Handling of Estates 
and Trusts 


A Corporate Fiduciary like the Fulton Trust 
Company of New York acting as Executor or as 
Trustee and in all other trust capacities, has the 
following qualifications: 

It is permanent. It is never absent from its 
post of duty, never unable to serve. 

It offers clients and beneficiaries the advan- 
tages of the collective experience, training, and 
ability of officials whose lifework is the handling 
of trust matters. It has a successful record of 
more than forty-five years back of it. 

This institution is impartial, yet is thoughtful 
and considerate in its dealings with those whose 
financial interests are in its charge. 

Its long and broad experience in investments, 
its complete organization and equipment, its 
financial responsibility—all these factors enter 
into the sum total of the efficiency and depend- 
ability of the Fulton Trust Company of New 
York. 
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This Company’s Methods and Service 


The administration of estates and trusts is a 
matter of service. We have always made a 
specialty of Personal Trusts and Personal Ac- 
counts. In confining ourselves to these lines of 
business, we have accumulated an experience 
which is offered as an assurance of efficient 
management as executor and trustee. 

Our Securities Research Department is con- 
stantly engaged in obtaining information re- 
garding securities and it helps us to administer 
the investments of trusts wisely and to give a 
valuable advisory service on investments. 

We review all trusts and estates periodically 
as conditions require. The staff of the Securities 
Research Department analyzes the investments 
and keeps this information up-to-date. The 
senior officers and trust officers all take part in 
these reviews and each review is finally passed 
on by a Trust Committee of Directors, selected 
for their experience in investment matters. 


Co-Executor and Co-Trustee 


If, in choosing an executor and trustee, you 
wish to obtain whatever benefits may be derived 
from the familiarity of a friend or relative with 
your affairs, and at the same time give your 
estate the benefit of the collective skill, experi- 
ence, and permanence of a corporate trustee, 
you can name that individual and the Fulton 
Trust Company of New York as co-executors 
and co-trustees. 


Fees 


In New York State, the fees that may be 
charged by an executor and trustee are uniform 
and fixed by law so that it costs no more to give 
your estate or trust the benefit of the services of 
a fiduciary like the Fulton Trust Company of 
New York. 


Co-operation with Attorneys 


It is our invariable practice to recommend 
that our customers go to their own attorney to 
have their wills drawn or revised, or to draw up 
a trust document, and we always endeavor to 
employ the services of those attorneys in legal 
matters pertaining to the administration of the 
estate or trust. We believe that it is only 
through this sort of co-operation that the best 
interests of our clients can be served. 


Safe-keeping Accounts 


The Fulton Trust Company of New York re- 
ceives and holds securities in safe-keeping ac- 
counts for its customers, collecting principal and 
interest as it becomes payable, remitting as 
directed, and making changes in investments as 
the customer may from time to time instruct. 
Necessary information with respect to income 
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and principal for tax purposes is also kept and is 
available to the customer. The fees for this 
service are at the rates established and cus- 
tomary in this city. 

The Fulton Trust Company of New York is 
also prepared, in connection with such Safe- 
keeping Accounts, to furnish an Advisory 
Service, which consists of a periodic review of 
the securities with suggestions for sales and pur- 
chases, with a view to improving the list and at 
the same time to meet the other requirements 
which may apply in each individual case. There 
isa reasonable additional charge for this Advisory 
Service. 


Other Fiduciary Capacities 


The Fulton Trust Company of New York also 
acts as Guardian of minors and as Committee of 
the property of incompetent persons. It will also 
act as Treasurer of charitable or philanthropic 
institutions. 

All trust business receives the attention of our 
senior officers, trust officers, and the Trust 
Committee at our main office at 149 Broadway 
(the Singer Building), but for the convenience 
of our clients we have an uptown office at 1002 
Madison Avenue (between 77th and 78th 
Streets). 


From booklet, Fulton Trust Company of New York. 


A Simple Test of Estate 
Management 


In important matters, you like to be sure 
that your plans are sound. Whenever possible, 
you test them before you make them final. 

Many prudent people apply that principle 
when arranging for the future management of 
their estates. They want to be sure that the 
manager who one day must succeed them will 
keep their estates safe and productive of de- 
pendable income. 

They may know a little about The Bank of 
California’s record in estate management; they 
realize the value of management supplied by an 
experienced group of trained executives; they 
then prove the Bank’s capability by placing 
some or all of their investments under its super- 
vision, in an Agency Account. 

An Agency Account enables them to observe 
our methods and judge, by the results we obtain 
for their present holdings, how effective our 
service to their estates will be. 

And they find profit in many ways; by finding 
dependable future management for their estates 
—hby freeing themselves from the bothersome 
details connected with their investments—by 
giving their uninterrupted attention to their 
business or profession—and, when possible, by 
an improvement in their investments which are 
placed under our management and supervision. 
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“Some Facts About Our Agency Service’’ offers 
a more detailed explanation of what we can do 
for you, and how you would benefit. Will you 
invite us to send you a copy of this new booklet 
by simply signing and mailing the enclosed con- 
fidential envelope? 


From folder, Copyright by The Bank of California, 
N. A., San Francisco. 


Trust Regulation and Common 
Fund Resolution 


Commenting upon the establishment 
of a practical relationship between the 
trust fraternity and Federal agencies 
concerned with regulation and supervi- 
sion of trust department affairs, Merrel 
P. Callaway, vice-president of the Guar- 
anty Trust Company of New York, 
stated at the recent meeting of the Ex- 
ecutive Committee of the American 
Bankers Association, in his capacity as 
president of the Trust Division, “A rela- 
tionship has been built up which assures 
us of a chance to discuss the highly tech- 
nical situations affecting trust business 
before rules and regulations concerning 
it are issued.” 

Mr. Callaway cited the abnormally in- 
creased costs of servicing trust property 
and fulfilling governmental tax and ex- 
amination requirements, which, concur- 
rent with diminished income, made the 
most pressing problem in the trust field 
that of putting the business on a paying 
basis. As a major solution to this prob- 
lem, based on years of study, develop- 
ment of the common, or composite trust 
fund plan was advanced, and the follow- 
ing resolution unanimously adopted by 
the Executive Council. 


‘Whereas, the administration of small trusts 
offers a great opportunity to trust institutions for 
social service, 

“And Whereas, the method now generally re- 
quired for the investment of the funds of small 
trusts makes the administration of small trusts 
unprofitable to trust institutions and frequently 
disadvantageous to beneficiaries themselves, 

“And Whereas, the Common Trust fund, in 
some form, appears to be a method whereby the 
funds of small trusts can be invested advantage- 
ously and economically from the standpoint both 
of beneficiaries and of trust institutions. 

“Now, Therefore, Be It Resolved: That the 
Executive Council of the American Bankers Asso- 
ciation endorse and approve the efforts of the 
Trust Division to develop a plan for the sound in- 
vestment of trusts by means of common trust 
funds in a form which will meet the require- 
ments of the Board of Governors of the Federal 
Reserve System and of other supervisory author- 
ities.” 





Excerpts From Selected Articles 


Living Probate — Further Considera- 
tions. 


United States Law Review, March, 1936. Pages 
133-143. By Harry Kutscher. Member of the New 
York Bar. 


(Editor’s Note: The plan designated as “Living Pro- 
bate,” provides for a will to be authenticated by a 
testator and his witnesses before a clerk or judge of a 
probate court, during testator’s lifetime, the document 
thereafter being retained for safekeeping and being 
admitted to probate upon death of a testator, the 
instrument being presumed valid. Prior to death, the 
testator could regain possession of the instrument if he 
wished, and he would have the privilege of executing 
later wills under the same procedure, or in the manner 
now employed. The proceeding would not constitute a 
judicial determination and no decree would be entered 
thereon. Where wills were authenticated under the 
plan, interested parties would receive notice by regis- 
tered mail, after testator’s death, service of citation 
personally or by publication being entirely eliminated. 
The benefits claimed for the plan are: freedom from loss 
of will; freedom from suppression by the unscrupulous; 
freedom from suppression of formal proofs of execution 
under the present practice, as where witnesses cannot 
be found, or their signatures identified; greater freedom 
from forgery, a material lessening of the likelihood of 
will contests, and substantial savings to estates as a 
consequence of fewer formalities and much less frequent 
litigation.) 

“The situation is in striking parallel to one 
which existed in the realm of physical science 
about a quarter of a century ago. 

“In 1908, newspapers published widely the 
opinions of learned physicists and engineers 
who conclusively demonstrated that projects 
for the construction of heavier than air ma- 
chines capable of aerial flight were entirely 
contrary to fundamental natural laws, and, 
therefore, visionary and not to be enter- 
tained. The views of these savants were entitled 
to consideration, but not to so much respect 
as one must give to the fact, unknown to them, 
that the Wright Brothers had been flying air- 
planes at Kitty Hawk, North Carolina, ever 
since 1903, a full five years earlier. 

“In the instant situation, sacred principles 
of practicability and justice have similarly been 
called upon, in the face of the unyielding fact 
that every component part of the plan pro- 
posed has long been in successful operation. 

“In view of the nature of some of the objec- 
tions made, the writer is tempted to wonder 
whether the proposal involves not so much a 
legal question, as a purely psychological one— 
the natural resistance of all persons to what is or 
appears to be novel or unfamiliar. * * * ” 

“Tt is generally recognized that the over- 
whelming majority of wills presented for 
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probate are genuine, their execution unat- 
tended by fraud, mental incapacity, or 
undue influence, that contests on any ground 
are relatively few, and that only an infini- 
tesimal proportion are successful. It has 
been urged against the proposed procedure 
that it would not prevent contests on the 
ground of mental incapacity, fraud, or un- 
due influence, but would merely shift the 
burden of taking the initial step from the 
proponents of the will to the contestants. 
But is it not a distinct advantage that the 
presumption be on the side of overwhelm- 
ing probability? Although mental inca- 
pacity, undue influence, and even fraud prac- 
ticed on one executing an instrument are not 
common, more common is the fraud which is 
sought to be practiced on those who would 
take under a will after death but for the de- 
struction or suppression of the genuine will 
or the submission of a spurious document 
bearing a later date. Moreover, we who 
practice or administer under the common 
law are apt to be overanxious in protect- 
ing rights which may be endangered only 
in very infrequent cases. Although wills 
offered for probate are usually genuine and 
validly executed, and there is consequently 
an extremely strong presumption of regu- 
larity, nonetheless the great mass of es- 
tates today, are illogically required to suffer 
a burden of formality, uncertainty, expense, 
and delay which should be necessary only in 
the unusual instance which would become 
even more rare under the plan proposed. 

“The proposed plan is virtually an auto- 
matic device to prevent the destruction, 
alteration, misplacing, or loss of wills, and 
to enable the genuineness of testamentary 
instruments to be demonstrated with much 
more certainty and with far less expense 
than at present. Certainly a will which a 
testator himself attests in open court to be 
genuine, and which is certified by a sworn 
judicial officer, as well as by witnesses, is 
far more effectively proved than a docu- 
ment which is probated in the manner now 
employed. The presumption of regularity 
under Living Probate would be so strong 
that contests based on mental incapacity, 
fraud, and undue influence would be vir- 
tually eliminated where that procedure was 
followed. 
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Administration Facilitated 


“There will be no increase in uncertainty 
or delay in the early administration of 
estates, as has been suggested. At present, 
in New York, executors may not function 
until letters testamentary have been issued 
after the return of the citation, which must 
be either served or published. Having quali- 
fied, executors may not distribute portions 
of the estate within a specified period after 
the issuance of letters testamentary, with- 
out being liable to creditors in the event 
that there do not remain sufficient assets in 
the estate to take care of their claims. The 
period to be allowed for contest after the 
giving of notice under the proposed plan 
need be no greater than that now allowed. 
Administration under the proposed plan, 
therefore, could proceed with as much cer- 
tainty and, in any event, no less speedily— 
usually more speedily—than under the pro- 
cedure now employed, and no criticism from 
this standpoint can be directed against the 
proposed plan. Indeed, it should be possible 
for administration to proceed immediately 
on the death of the testator, not being 
stayed even by contest unless the court 
should find to its satisfaction that the con- 
testants, who often object in bad faith to 
force settlements, had presented affidavits 
establishing a meritorius prima facie case. 
It would by no means be easy for contes- 
tants to do this under Living Probate. * * * 


Danger of Forgery or Fraud Lessened 


“Bearing in mind as an abiding reality that 
most instruments presented for probate are 
admitted as genuine, without question or 
contest, and that positive acts of forgery or 
fraud are comparatively rare, the suggestion 
that, in addition to wills authenticated in the 
manner proposed, there might be propounded 
other documents, forged or fraudulent, 
ostensibly executed under the present prac- 
tice, is not a weighty reflection on the prob- 
able practical success of the proposed plan 
in its everyday working; at best, it is highly 
theoretical. Furthermore, while it is con- 
ceivable that under the proposed plan very 
infrequent attempts might still be made to 
forge wills, a forger would not know of the 
instrument already deposited with the court, 
an embarrassing circumstance which should 
make exceedingly unlikely the successful pro- 
bate of a forged or fraudulent will. Also, 
once it becomes customary for wills to be 
executed in the way proposed, any testamen- 
tary instrument not shown to have been ex- 
ecuted under conditions of emergency will be 
open to suspicion and scrutinized carefully, 
if it is not authenticated in the then cus- 


tomary manner and produced from the usual 
court custody. Not only will it have no 
greater chance of being admitted to probate 
than the infrequent forged or fraudulent will 
now has, but presumptions will tend to run 
against it and it will have even less chance 
of being received as genuine than a forged 
or fraudulent will offered for probate under 
the present practice. * * * 


Secrecy Preserved 


“It may be suggested that a prospective 
testator might fear to have his will authen- 
ticated during his lifetime lest secrecy be 
not maintained and family discord result. 
There is no reason why complete privacy and 
secrecy cannot be insured under the pro- 
posed practice, since notice would not be re- 
quired at the time of authentication in the 
lifetime of the testator. It would be sufficient 
to forbid examination of the records, except 
on presentation of valid proof, such as a 
death certificate or proper affidavit estab- 
lishing the death of a putative testator whose 
will was sought to be probated, and a crim- 
inal penalty for perjury would prevent im- 
proper use of such an affidavit. A will 
authenticated during the lifetime of the tes- 
tator would remain secret as to its contents, 
since the document would be immediately 
sealed, not to be opened until the event of 
the testator’s death; there would be no pub- 
lication whatever of prospective testamen- 
tary dispositions and there could not pos- 
sibly be any harm to family relationships. 
Thus, there would be absolute secrecy, 
until death, except that the fact of the execu- 
tion of the will would be known to the sub- 
scribing witnesses, as is the case under the 
present practice. Any fear of publicity, 
therefore, would be groundless. 

“However, since the procedure suggested 
would be purely permissive and in no way 
mandatory, any testators who might, though 
without reason, fear violation of secrecy and 
resultant discord in their families, would still 
be free to pursue the present probate prac- 
tice, thereby subjecting their estates to the 
risks, inconvenience, and extra expense which 
now affect them. 


Freedom to Change Wills 


“It has been urged that the amount of de- 
tail involved in the proceeding would tend to 
interfere with the freedom of testators to 
change their wills as often as they chose. 
The amount of detail would not be great. 
Still, may it not be questioned whether 
facility to change a will with great frequency 
is an unmixed blessing? The ease with which 
wills can be written on the typewriter in 





TRUST COMPANIES 


comparison with the greater amount of toil 
involved in having them written by hand, 
as was formerly the practice, has encour- 
aged many to make frequent changes of 
testamentary disposition, not always wisely. 
Wills dispose of a testator’s entire worldly 
goods. Solemn documents, they should be 
planned carefully, and not lightly changed 
for reasons of temporary pique or because 
of the testator’s emotional instability. If 
circumstances arise which warrant modify- 
ing the provisions of a will, the plan allows 
such modification. It might discourage per- 
sons from acting on impulse and without due 
reflection; let us hope that it would. 

“It is suggested that a large proportion of 
contested probates involve wills made dur- 
ing a last illness or just before death, but it 
might well be that, once testators become 
apprised of the fact that they could establish 
the validity of their wills practically beyond 
question, they would be reluctant to execute 
subsequent documents which might be open 
to challenge. Indeed, the fact that wills, made 
during a last illness or just before death, are 
attended with risk, would probably make 
more customary the practice among testa- 
tors of having their wills drawn and executed 
while they are physically able to attend at 
court in pursuance of the requirements of 
the proposed plan. * * * 

“The proposal that a testator, by an in- 
strument whose validity shall be presumed, 
may during his own lifetime provide for the 
disposition of his entire property upon’ the 
happening of his death, creates no situation 
with which lawyers are not very well 
familiar. No one questions the validity and 
propriety of the recognized practice of a 
grantor’s doing this by a deed of trust. It 
does not seem to have occurred to any one 
that in such a case notice to others should 
be required, in order to establish the fact. of 
mental competency or freedom from undue 
influence or fraud. A will executed by a tes- 
tator under the plan proposed will have the 
very same legal effect in so far as it pro- 
vides for the entire disposition at death of 
the property of the person executing it. 
There is little operative difference, but rather 
a difference essentially of terminology; one 
paper is called a deed of trust and may be 
validated by acknowledgment before any of 
the large number of undistinguished private 
persons who have managed to obtain the 
legal right to manipulate notarial stamps and 
seals, whereas under Living Probate the 
testamentary instrument would be solemnly 
authenticated under circumstances which 
would allow virtually no question as to its 
authenticity and the testator’s freedom from 
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fraud, coercion, or lack of mental compe- 
tency. A will, other than a deathbed instru- 
ment, solemnly authenticated by its maker 
during his own lifetime, has no greater 
frailty than a deed of trust and should re- 
ceive the same respect. We must not fail to 
recognize the fact that the deathbed instru- 
ment, although likewise termed a will and 
having the same legal effect, is not intrin- 
sically, in view of the circumstances attend- 
ing its execution, the same kind of a docu- 
ment ‘as one which is executed in every day 
life by a reasonably active person in com- 
plete possession of his faculties. It is only 
when the physical and related mental condi- 
tion of the person executing any instrument 
becomes extremely precarious that there 
arises the logical need of extreme steps to 
insure the validity of the act done. In the 
case of wills, however, the law now provides 
as though all testamentary instruments were 
executed in extremis. 

“It is now suggested, merely, that the 
same person be given a similar privilege, if 
he so elects, to authenticate his will in his 
lifetime in a solemn manner, in the presence 
of a judicial officer and witnesses. His priv- 
ilege of having his will probated under the 
present practice, if he wishes, will not be 
taken away from him. * * * 


Psychological Appeal to Testators 


“A testator who could be assured that his 
will would never be lost, or destroyed, or its 
genuineness brought into question, and that 
his estate would be administered speedily 
after his death with a saving of much of the 
expense which the present procedure often 
makes necessary, would not object to, but 
would welcome, the opportunity to take part 
in the proceedings. He would be devoting but 
a number of minutes to a procedure involv- 
ing the final disposition of his entire estate, 
and we may reasonably assume that he would 
be sufficiently interested and indeed anxious 
to do this if he went to the trouble of exe- 
cuting his will at all. The plan would pre- 
sent a distinct psychological appeal to a 
testator by enabling him to establish the au- 
thenticity of his will during his life. 


Professional Aspects 


“Attorneys, in considering the practical 
aspects of the plan, may be put in mind of 
the oft recounted story about the old lawyer 
who entrusted the handling of an estate to 
a young and idealistic assistant. With glee 
the assistant came to his employer a short 
time later, announcing the glad news that he 
had completely wound up the entire estate. 
Far from being overjoyed, the old man, his 
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voice shaking with deep emotion, cried out, 
to the great surprise of his assistant: ‘You 
fool, I have been living on that estate for the 
last twenty years!’ * * * 

“Dr. David F. Cavers, Professor of Law at 
Duke University, and a member of the Com- 
mission on Revision of the Laws of North 
Carolina Relating to Estates, in a very in- 
teresting and instructive article entitled 
‘Ante Mortem Probate,’ which appeared in 
the October, 1935, issue of Trust Com- 
panies Magazine, pointed out that the un- 
certainties attendant on probate of wills in 
the present manner and the fear of will con- 
tests have induced many persons to resort to 
various legal devices. * * * 


Conclusion 


“The fact that the plan in each of its com- 
ponent parts has been tried out, and that 
proof is most abundant that it works suc- 
cessfully, well merits repetition. There is no 
minimizing this. Theoretical objections, no 
matter how ingenious or dear to the legal 
heart, must go down before physical realities. 
Legal conceptions must square with fact, 
since ‘facts are stubborn things.’ 

“Lawyers are often accused of sterile and 
unthinking conservatism. Let them not over- 
look the very pertinent lesson of Kitty Hawk. 
There, the unanswerable theories of the en- 
gineers and physicists were only five years 
behind reality. Lawyers continue to disre- 
gard the object lesson of civil law countries 
and well-known practicalities of every day 
experience. They still find it necessary to 
make use of a procedure established in 1677, 
seventeen years after the passing of Oliver 
Cromwell, and amended by an Act of Parlia- 
ment passed in 1837, when Queen Victoria 
first ascended the throne. 

“May the writer suggest very humbly, and 
with great diffidence, that perhaps it is not 
so much the plan that is on trial, as lawyers 
who are considering it?” 





Qualifications of Trustees in Reorgani- 
zation Cases 
American Bankruptcy Review, April, 1935. Pages 259- 


263. By OSCAR W. EHRHORN, Referee in Bank- 
ruptcy, New York, N. Y. 


“While it is true that the Statute provides 
that any corporation which could become a 
bankrupt under section 4 of the Bankruptcy 
Act may take advantage of the provisions of 
the Corporate Reorganization proceeding, yet 
it is a fact that it was intended to benefit large 
corporations which theretofore had resorted to 
Equity Receiverships in order to bring them 
out of their difficulties. 
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“It was not intended to apply to those 
smaller one-man corporations that could obtain 
all of the relief they require through a Com- 
position under section 12 of the Act, yet we see 
77B invoked in cases of small delicatessen 
stores, taxi businesses and similar enterprises 
that should properly be relegated to the pro- 
visions of section 12. * * * 

“The essential difference between trustees 
appointed pursuant to 77B and those elected 
pursuant to the provisions of section 44, is that 
in the former case the appointment is made by 
the District Judge, whereas in the latter it is 
ordinarily made pursuant to election by the 
creditors. 

“While it is true that under 77B creditors 
can be heard on the question of making per- 
manent the appointment of trustees, neverthe- 
less they have no power to compel or control 
the same as in the case of Bankruptcy. 

“The ultimate responsibility is therefore on 
the District Judge in the matter of Reorganiza- 
tion, rather than on the creditors as in the case 
of Bankruptcy, where the power of the Referee 
and District Judge is limited to the approval or 
disapproval of the choice of the creditors, where 
they do make a choice. 

“When it is kept in mind that the purpose of 
77B is rehabilitation and reorganization of the 
corporation, whereas in Bankruptcy, unless 
the Composition provisions of section 12 are 
taken advantage of, there is ordinarily intended 
to be liquidation of assets, the character and 
qualifications of the trustee if, as and when 
appointed would seem to be most important. 

“When a corporation gets into difficulties 
it may be that it is due to the neglect, miscon- 
duct or incompetence of the officers and 
directing agents, or it may be due to ordinary 
misfortune or business conditions as so often 
has happened within recent years. 

“In the case of large corporations having sold 
debentures widely to the public or having 
various classes of creditors widespread through- 
out the community, it ofttimes is difficult for 
those interested or for the public to know 
whether the difficulties facing the corporation 
are due to one cause or the other. 

“It would therefore seem to be desirable to 
have appointed as trustee one who may be 
relied upon to make a thorough and prompt 
investigation into all of the facts and circum- 
stances for the purposes of determining whether 
or not those who have been charged with the 
control of affairs have been guilty of non- 
feasance, misfeasance or malfeasance. 

“He should also acquaint himself with the 
concomitant conditions so as to be able to advise 
the Court as to whether or not the corporation 
is in such condition that it is able to survive, 
and also whether or not it should survive. 

“In view of the provisions of sub-division 
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(k) that ‘all other provisions of this Act except 
- such as are inconsistent with the provisions of 
this Section 77B, shall apply to proceedings 
instituted under this Section, whether or not an 
order to liquidate the same has been entered,’ 
it would seem the provisions of section 45a as to 
qualifications of trustees applies namely that 
‘trustees may be (1) individuals who are 
respectively competent to perform the duties 
of that office, and reside or have an office in 
the judicial district within which they are 
appointed, or (2) corporations authorized by 
their charters or by law to act in such capacity 
and having an office in the judicial district 
within which they are appointed.’ 

‘Where the debtor corporation is continued 
in possession it would appear to be justified 
only in those instances in which there is no 
question as to the rectitude of the management 
and its ability to carry on during the period 
of legal proceedings, or where on the other 
hand it is deemed that its ability to assist in 
completing a reorganization for the salvaging 
of at least some of the investments of bond- 
holders and other creditors, outweighs the 
desire to displace for the time being a dishonest, 
reckless, careless or incompetent control. 

‘A reading of the Statute and a consideration 
of its provisions would lead to the conclusion 
that, generally speaking, under Section 77B 
of the Bankruptcy Act the qualifications of 
trustees in Reorganization cases are largely in 
the discretion of the Court appointing the 
same, and that all of the decisions that have 
heretofore been made with reference to quali- 
fications of trustees under the provisions of 
sections 44, 45 and others of the general 
Bankruptcy Act are necessarily inapplicable. 

“It is true that outside of the metropolitan 
district and a few of the other large centers 
it is not customary to appoint Receivers in 
Bankruptcy unless actually ‘absolutely neces- 
sary,’ and to leave the bankrupt ofttimes in 
possession, relying upon the fact and the law 
that he is accountable as a trustee. * * * 

“Rule 77B (6) provides, unless otherwise 
ordered, that temporary trustees and debtors 
continuing in temporary possession, shall file 
with the Clerk not less than three days prior 
to the hearing provided for in subdivision (c) 
of 77B a report in summary of the operations 
of the business of the debtor and the present 
condition thereof. Unless otherwise ordered, 
every trustee or debtor in possession shall file 
in duplicate with the Clerk not later than the 
fifteenth of each month, a report and summary 
of the operations of the business during the 
preceding month. 

“It would seem that a full disclosure under 
the provisions of these rules would meet in 
greater part the objections which have been 
* made by commentators heretofore. 
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“With reference to the disclosure of improper 
dealings of those in charge of the corporation 
prior to proceedings instituted, of course the 
Statute provides the remedy of inquiry under 
the provisions of Section 21a even though the 
old management be retained in control, but it 
still appears that though orders for examination 
may be issued and served, the proceedings are 
not promptly had, as the desire to accomplish 
the Reorganization and save the corporation 
and the investment of those outside the 
management has resulted in the proceedings 
being allowed to wait upon final agreement 
upon a plan of Reorganization. 

“The fear seems to be that a searching in- 
quiry in some instances will antagonize those 
controlling the situation and thus probably 
block the acceptance of a suitable plan. 

“An examination of the cases and of the 
comments of qualified writers would seem to 
indicate that while there are still imperfections 
and inadequacies to be corrected, that the Act 
is a step forward over the old system of the 
Equity Receivership with its delays, its 
ignoring of the rights of minorities in most 
instances, and its great expense, as well as its 


adjustment of rights by means of a sale, etc. 
*** ” 





The High Cost of Low Cost Appraising 
The Journal of The American Institute of Real Estate 
Appraisers. From address delivered at the California 
State Real Estate Convention by GEO. H. COFFIN, 
JR., M.A.LI. 

“Penny wise, pound foolish is an old, old 
adage; but just as true today as many years 
ago when it was written. It is another way of 
saying that false economy and lack of proper 
selectivity in an appraisal staff temporarily dis- 
guises foreclosed real estate as loans. 

“Unfortunately, it is lawful for any man to 
call himself a real estate appraiser. Equally un- 
fortunately, many of the important employers 
of valuation services have little or no concep- 
tion of the specialized educational and experi- 
ence qualifications of a competent appraiser, 
and are willing to accept at face value the oft- 
times exaggerated claims of ability without 
pausing to study the proficiency of the individ- 
ual for evaluation work. Mere letters from 
financial institutions or prominent individuals 
are usually the limit of qualifications required. 
The employer does not give due consideration 
to the fact that a recommendation is easier to 
write than to face the embarrassment of a re- 
fusal, or that the party signing the endorsement 
probably has no true knowledge of what con- 
stitutes ability to appraise real property in this 
advanced era of appraisal progress. 

“The very man who will employ an appraiser 
in the usual haphazard manner, seeking gener- 
ally to select the man who will perform the 
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service for the least cost—and who usually gets 
just what he pays for—would not for a second 
trust the legal affairs of his business or lending 
institution to a lawyer whom he did not first 
scrutinize with the utmost care, and employ 
only after weighing the background of the attor- 
ney, his successful experience, his qualifications 
for the specific work required, his honesty, and 
his standing in his profession. He pays willingly 
for the quality of this service which his careful 
investigation has disclosed. Nor would this same 
employer of appraisal services personally go 
under a surgeon’s knife, or allow any member of 
his family to do so, without painstakingly in- 
quiring into the reputation of the surgeon and 
his ability to perform the operation; neither 
would he seek the man, in preference to others, 
who would operate at the cheapest price. No, 
indeed! he would pay without hesitation a 
proper professional fee. 

“And yet this same employer will hazard the 
investment of large sums of money—depositors’ 
money, taxpayers’ money, trust funds—to valu- 
ations established by men who lack mature 
judgment, specialized training, or education in 
the intricate and complex field of real estate 
economics, usually because he has no realiza- 
tion of the advancement which has professional- 
ized valuation procedure in the past decade. 
The low standard of compensation which he is 
willing to pay tends to attract inexpert services 
and proves to be a most costly economy when 
untrained valuation judgment results in fore- 
closure and the ownership of property worth 
far less than the loan made upon it. Such em- 
ployers screen their lack of foresight by declar- 
ing that national or world economic conditions 
are solely to blame, rather than admitting that 
less loss, and in innumerable cases no loss, would 
have been sustained if modern appraisal pro- 
cedure had been applied to each property 
before the loan was made. 

“There never was a time when the necessity 
for a thorough understanding of valuation prin- 
ciples was more completely recognized by the 
leading appraisers of the nation than during re- 
cent years. Men who had been trained in the 
best schools and colleges awakened to the reali- 
zation that certain of the formerly accepted 
valuation theories were hopelessly insufficient 
and in many instances faulty, particularly the 
weight which had been given to reproduction 
costs, and the lack of weight which had been 
given to analyzing the economic justification 
for the existence of each structural improvement 
on its specific site, regardless of reproduction 
cost. The United States Supreme Court held 
this fundamental conception of proper appraisal 
procedure to be correct when it ruled: “The 


value of a property results from the use to which 
it is put, and varies with the profitableness of 
. - There is no pecuniary value out- 


that use. . 
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side of that which results from such use... . 
The amount and profitable character of such 
use determine such value.’ 


Complexity of the Appraisal Problem 


“The years of depression have glaringly 
revealed the stern necessity of approaching 
each appraisal problem by many complex high- 
ways. Not by any single approach can valuation 
be measured. The competent appraiser does not 
reach his conclusion by valuing land, concrete, 
lumber, labor and brick by themselves, but by 
the evaluation of environing factors, trends of 
growth, stability of districts, taxation and 
assessment burdens, historical backgrounds, 
and the effectiveness of purchasing power. His 
investigations must include the social and in- 
come level, the results of wise or unwise zoning 
or deed restrictions, the sufficiency and cost of 
utilities and transportation. His study embraces 
an analysis of competitive influences as well as 
income, past, present, and prospective, and the 
application of proper capitalization rates. He 
must consider changes in the value of money 
and determine varying economic lives. He is 
required to measure supply and demand, over- 
improvements, under-improvements, and to 
weigh many other factors which have a direct 
value-influence, plus or minus, on the specific 
property under consideration. 

“During recent years in particular the in- 
sufficiency of man’s former training, whether 
in the appraisal field or other lines of business 
and professional endeavor, has been brought 
vividly into the foreground. The best equipped 
minds in appraisal thought have used the finan- 
cial tragedies in their research; and countless 
post-mortems have been performed on dis- 
tressed properties which have become the 
merchandise of institutions that once considered 
themselves to be exercising supposedly superior 
judgment. These analyses have mercilessly laid 
bare the contribution of the unqualified ap- 
praiser to the recent distress of real estate. * * * 

“The valuation conclusion of the appraiser 
is usually the difference between making a safe 
loan or acquiring a property under foreclosure, 
regardless of the intention of a loan committee, 
who. not being appraisers, must: of necessity 
accept the lending agencies’ valuation re- 
parm. * ** 


Tragedy of Blind Appraisals 


“Office buildings, industrial properties, apart- 
ments, hotels, farm and subdivision acreage, 
which have been pledged as security for large 
institutional loans and bond issues, have been 
blindly appraised on a reproduction cost basis, 
without regard to a complete economic analysis. 
The false values thus established have lured 
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needless millions of dollars to the financial 
graveyard. Such appraising is the refuge of the 
ignorant and the doom of confidence and 
capital. 

“It is difficult to understand why a proper 
fee will be paid without question by lending 
agencies for the protection of a policy of title 
insurance that deals with the visible written 
records, and at the same time refuse to pay a 
just fee for the protection of an appraisal that 
deals with both the visible and invisible records, 
for if the latter is founded in faulty judgment 
then the title policy which insures the subject 
of the error has been a needless waste. * * * 

“As the fundamental safety of capital in 
mortgage loans rests largely on the soundness 
and expertness of the judgment of the appraiser, 
it appears high time that well-intentioned execu- 
tives who employ appraisal services be asked to 
study the foundation, the appraiser, before 
they build again; that they learn from experi- 
enced authorities what constitutes qualifications 
properly to appraise property. They will then 
realize that a competent appraiser, to become 
such, is a product of years of specialized train- 
ing as difficult as any profession; that avoidance 
of financial pitfalls resulting from seasoned 
valuation judgment entitles the properly quali- 
fied appraiser to compensation in keeping with 
the great responsibility which is his. 

“Experience has shown that the minds of 
lending agencies should be disabused of the 
fallacy of belief that the importance of real 
estate loan commitments rests primarily with 
their committees or executive officers. This is 
not a criticism of the typical loan committee, 
which is highly important in its functions, com- 
posed in part of men very efficient in their own 
particular field of the lending agency’s activities, 
which, however, usually has nothing to do with 
the complex problems involved in the proper 
evaluation of real estate. The remainder of the 
committee is often composed of men who devote 
a mere fraction of their time to service on the 
committee, being primarily engaged in their 
own business or professions, which also has 
nothing to do with competent conclusions of 
property values. Thus the figures of the ap- 
praisers, right or wrong, are accepted as con- 
clusive valuation evidence upon which tomake 
loan commitments. 

“Lending executives must realize the danger 
of accepting a record of many years past service 
of an appraiser as a determining factor in quali- 
fications, without a thorough investigation of 
the quality of the valuator’s judgment and his 
knowledge of the mechanics of his complex craft. 
Equally hazardous is the somewhat general 
belief that an appraiser is the product of a few 
days or weeks of training, or that construction 
cost estimating or real estate sales experience 
constitute sufficient qualifications. 


“These executives could well consider the 
establishment of rigid examinations for their 
appraisers, dictated by experienced valuators 
and not solely by officers or loan committees. 

“Again I say that lending agencies should 
learn to place far greater importance upon the 
training, experience, and judgment background 
of their appraisers, to reward properly, and to 
recognize educational efforts in which they may 
find some of their own staff engaged. 

“Experience is often an expensive teacher. 
This fact carries the suggestion to employers 
of appraisal services that they inventory the 
foreclosed real estate that has come into their 
portfolios to determine the large percentage that 
is needlessly there and not properly chargeable 
to the depression, but rather to their own short- 
sightedness in undervaluing the importance of 
their appraisal personnel and securing for cleri- 
cal compensation, a type of service which should 
have been professional in character. 


Qualified Appraisers Are Scarce 


“It is true that most competent appraisers, 
men whose names stand at the front of valua- 
tion thought and progress, have been asked by 
agencies of government to do wholesale apprais- 
ing during the great national emergency for fees 
or salaries which were, and are, so meager, that 
had they not been considered as a contribution 
to national recovery, or to relieve human dis- 
tress, would not have been considered. Yet be- 
cause the trained appraiser has responded to 
this call an attempt is being made by certain 
lending agencies that are not dealing in relief 
loans to establish the present worth of his serv- 
ice at the ofttimes insignificant fees he is known 
to have received while thus engaged. Such an 
attempt is predestined to failure. The experience 
and training of the competent appraiser has 
very thoroughly equipped him to employ his 
time in other branches of his profession. True, 
appraisers of a type can always be secured in 
abundance—men who will continue to render 
valuation reports of a sort, which in far too many 
instances have contributed heavily to the. dis- 
tress of the past. The trained valuator cannot be 
expected to meet competition of this nature. 

“This recent urgent need created by govern- 
ment for regimentating an army of appraisers 
exhausted the limited, trained supply; and raw 
recruits became generals overnight. It appeared 
that men with little or no former training, ex- 
perience, or judgment in valuation procedure, 
were given the title of appraiser, by some 
agencies, particularly, it seemed, if their 
political affiliation could rate at one hundred. 
We are destined to observe before very long 
that lending agencies which tolerate such quali- 
fications are themselves the wholesale pur- 
chasers of much of the real estate temporarily 
masquerading as mortgage loans. 


Se 
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“Our lending agencies and our trained valu- 
ators are confronted today with this horde of 
men labeled as appraisers, who having had 
appraisal assignments are competing for work 
which requires skill and experience. The foun- 
dation will be well-laid for further national aid 
for our lending agencies both private and gov- 
ernmental, if employers of appraisal services 
do not promptly and properly learn to dis- 
criminate. In this connection I wish to express 
my great respect for several of our lending ex- 
ecutives who, having been trained as appraisers 
themselves, and therefore possessing the ability 
and knowledge of proper selection of their staffs, 
are battling odds beyond their control to place 
merit as the primary consideration in their 
valuation personnel. 

“In conlusion, I express the hope that the 
high cost of low cost appraising may be better 
realized in order that needless losses and sorrows 
of the recent past may not be repeated tomor- 
row, and that all real estate mortgage invest- 
ments may, in the not far distant future, attain 
and retain the confidence to which they are 
rightly entitled when born as the brain child of 
sound appraisal judgment.” 


Corporations— Liability of Officers of 
Corporate Trustee for Breach of 


Trust. 


Michigan Law Review, April, 1936. Pages 867-875. 


‘Defendants were officers and directors of the 
Lincoln Trust Company, which was acting as 
trustee for the holders of certain bonds secured 
by a mortgage. Among other things, the trust 
instrument provided that the Trust Company 
should foreclose whenever a breach of the con- 
ditions of the mortgage should occur. The mort- 
gagors defaulted on interest payments, but the 
Trust Company nevertheless advanced the 
amount of the interest to the bondholders 
without notifying them that the mortgagors 
had defaulted, the concealment being appar- 
ently for the purpose of maintaining the market 
value of the bonds. In an action brought by 
the successor trustee against the officers of the 
original trustee (the original trustee itself being 
insolvent), held, defendants were liable for 
damages for breach of trust in not foreclosing 
the mortgage and in not giving notice of the 
default. First Trust Co. of Lincoln v. Carlsen, 
(Neb. 1935) 261 N. W. 333. 

“The instant case presents a problem worthy 
of consideration in view of the growing use of 
corporations as trustees. A natural person act- 
ing as trustee is normally expected to perform 
the duties of the trust himself, and the law has 
placed rather stringent limitations upon any 
delegation of his duties. But in the case of the 
corporate trustee, it is obvious that all duties 
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must be performed by the agents of the cor- 
poration. Thus, although there are problems 
as to liability of the agent where a natural 
person is permitted to delegate some of his 
duties as trustee, these problems become more 
acute in the case of a corporate trustee. 


Liability of Officers of Corporate Trustee 


“It might be well to begin the discussion of 
the liability of officers of a corporate trustee 
with a consideration of some fundamental prin- 
ciples of agency. It is well recognized that in 
a tort action an agent cannot set up his agency 
as a defense, as his principal cannot authorize 
him to do a tortious act. The agent will, there- 
fore, be held liable whether or not his principal 
did in fact direct him to do the act. In case he 
did the act at the command of the principal, 
or in the ordinary course of his employment, 
the principal will be held liable along with the 
agent. But where the agent is acting outside 
the scope of his authority, and the principal 
used due care in the selection of his agent, 
the principal will not be held liable. The ques- 
tion then arises as to how these principles fit 
in with the corporate trustee picture. In the 
first place, it is important to note that an officer 
of a corporation is something more than an 
agent. 

“It has been said that when a corporation is 
acting through an officer, such officer ‘acts 
directly and in chief, and not by delegation.’ 
A federal judge has described the officers as 
‘the moving force itself of the corporation.’ 
However that may be, the officers of a corpora- 
tion occupy the position of agents so far as 
third parties are concerned, and may in gen- 
eral be treated as agents for the purpose of 
this discussion. It would seem, then, that the 
ordinary liabilities of an agent will attach to 
the officers of a corporation. 

“But added to the ordinary liabilities of an 
agent there are certain other claims of liability 
that arise by virtue of the fact that the agents 
here are not only corporate officers and there- 
fore a very special kind of agent, but also are 
agents of a trustee. Since a trust relationship 
is involved here, there are certain duties of 
the corporation to the beneficiaries of the trust, 
for breach of which the corporation will be held 
liable. But are the officers as individuals liable 
for the corporate act? 

‘‘We may start with the maxim of trust law 
that all who participate in a breach of trust 
are liable therefor. Since a corporation is an 
intangible being, it is inconceivable that it can 
act otherwise than through some human be- 
ing. The acts of a corporate trustee, then, are 
those which its officers and directors say shall 
be the acts of the corporation. Thus, when 
the corporation converts to its own use funds 
held in trust by it or commits some other act 
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in breach of trust, it must have done so be- 
cause its officers and directors have so deter- 
mined. Since the breach could not have oc- 
curred except through their connivance, it 
follows that the officers and directors have 
participated in a breach of trust, and are there- 
fore liable under the aforesaid rule of trust law 
imposing liability upon those who so partici- 
pate. Such is the rationale of the rule of lia- 
bility of officers and directors of a corporate 
trustee, as shown by the decided cases. Such 
reasoning was apparently in the mind of the 
court in the principal case when it cited Pome- 
roy on the question of intermeddling: 

‘This broad conception of breach of trust, and the 
liabilities created thereby, are not confined to trustees 
regularly and legally appointed; they extend to all per- 
sons who are acting trustees, or who intermeddle with 
trust property.’ 

‘Naturally enough, the greatest number of 
the cases have involved a conversion of trust 
funds to the use of the corporate trustee. The 
instant case, however, does not involve a con- 
version of trust funds, but rather a neglect of 
duty imposed upon the trustee by the trust 
instrument. This type of breach, however, 
would seem indistinguishable in principle from 
the conversion cases. Clearly the terms of the 
trust are just as much violated and the inter- 
ests of the cestuis que trustent just as much 
jeopardized here as in the conversion cases. 
The action of the officers in advancing the cor- 
poration’s money to the bondholders with the 
purpose of deceiving them was affirmative and 
willful and in utter disregard of the interests 
of the bondholders. 

“The court has found in the instant case that 
the defendants acted fraudulently, that the 
purpose of their act was to promote the selfish 
interests of the corporation by maintaining a 
market for its bonds. But from the authorities 
it would appear that the defendants would 
have been liable even if they had acted with- 
out fraudulent intent. Such is the direct hold- 
ing of the Kansas court in Sweet v. Montpelier 
Savings Bank & Trust Co. In that case the 
trust company collected a note and mortgage 
for the plaintiff and retained the amount so 
collected as a part of its own funds, using the 
money for its own purposes. The defendants, 
officers of the trust company, offered: as a de- 
fense that they did not intend to keep the 
funds permanently for the use of the corpora- 
tion, but intended to return them on demand, 
and they excepted to an instruction which 
failed to present to the jury the question of 
intent to defraud. The court, through Graves, 
J., said: 

‘When the managing agents of a trust company 
mingle money collected for another with the current 
funds of the company, for use in its business, in viola- 


tion of the express directions of the owner to remit, or 
knowingly permit their subordinates so to do, and the 
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fund is thereby lost, such agents will be personally 

liable to the owner therefor, although at the time of such 

misappropriation it was the intent of such managing 
agents to account for and return the money to the owner 
upon demand. 

*... The rapidly increasing volume of important busi- 
ness transacted between persons widely separated from 
each other, wherein trust companies and similar 
agencies are necessarily employed, demands that the 
officers of such agencies be held to a strict performance 
of the duties confided to them... .’ 

“Tt appears, then, that the essence of the 
officers’ liability is that the corporation, acting 
through them, has failed to live up to the duties 
imposed by the terms of the trust, regardless 
of their good faith. The corporation is bound 
strictly to the rules of a trustee’s liability, to 
a strict accountability for the duties imposed 
upon it. And so the officers of the corporation, 
who are the motivating force behind all that 
the corporation does, are held to like account- 
ability. They cannot be heard to say that they 
did not intend to injure the beneficiaries. Such 
a defense is never allowed to a trustee, and like- 
wise it cannot be allowed to one who partici-_ 
pates in breach of trust. * * * , 

“Concerning conversion by other officers, 
directors, or employees under such conditions 
that the defendant officers could have discov- 
ered it upon exercise of due diligence, it is argu- 
able that the Kansas court reached a wrong 
result. If one follows here the basis of partici- 
pation in breach of trust, it is true as a logical 
matter that one can scarcely work out a 
participation by the officers. But looking at it 
from the standpoint that the officers them- 
selves are in direct control of the corporation, 
it appears that they should be liable. In the case 
of willful breach by the officers, participation 
in breach of trust is really only part of the 
picture. The fact that the officers are in direct 
control is a motivating consideration in most, 
if not all, of the cases, and is so expressed in 
many of them. Moreover, the corporation it- 
self will be liable for conversion by an agent 
which could have been prevented by the exer- 
cise of due diligence on the part of the corpo- 
ration, as is admitted by the Kansas court. 
The corporation, having satisfied the benefi- 
ciaries, may then sue the officers for negligent 
mismanagement of the corporation. Since the 
policy of the law is to avoid circuity of action, 
it would seem, then, that a suit by the cestuis 
que trustent against the officers ought to be 
sustained. Some courts have assumed that the 
officers will be liable to the cestuis for misman- 
agement in this sort of case, and have made no 
distinction between negligent and willful mis- 
conduct. The preponderance of authority, 
however, is probably the other way. 

“The policy of the rule propounded by the 
Kansas court might also be investigated. The 
court, discussing the rule as to liability for neg- 
ligence, said: 
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‘It is a well-known fact that much of the business of 
this day and age is transacted by corporations, many of 
them employing numerous persons in the various de- 
partments of the work in which they are engaged. 
Large amounts of money and property are daily handled 
by the employees of such corporations. The instruction 
complained of casts upon the executive officers and 
managing agents of such corporations an unreasonable 
degree of liability. It would be a great hardship to hold 
them liable for acts of misappropriation of money or 
property by subordinates of which they had no actual 
knowledge. ...’ 


“This argument is perhaps sound enough as 
applied to ordinary business functions, but 
when the corporation is a trustee, it would 
seem that it should be held to a stricter degree 
of accountability. The officers, aware of the 
existence of the trust, must know that the cor- 
poration is dealing with someone else’s prop- 
erty, and, as the persons actually in control, 
they should be more careful to see that it is 
properly handled. The basis of their duty might 
well be that the trust is reposed in the corpora- 
tion primarily because of a belief in the in- 
tegrity and competence of those in control. 

“As for the case where breach of trust is 
committed by other officers or agents without 
the knowledge of the officers and under such 
circumstances that it could not have been pre- 
vented by due diligence of the defendant 
officers, either in selecting the agents or super- 
vising their activities, the corporation is gen- 
erally not held liable; and it would seem to 
follow that there is no basis logically for hold- 
ing the officers liable. And on grounds of 
public policy it would seem that they should 
not be liable. The conversion having occurred 
under such circumstances that the officers 
could not have prevented it, they are clearly 
free of fault, and the law does not favor hold- 
ing an innocent party liable. 

“From an examination of the cases, then, 
these conclusions may be drawn as to the 
liability of officers of a corporate trustee for 
breach of trust: (1) for a willful breach to the 
use of the corporation the officers are clearly 
liable, on a basis of participation in breach of 
trust, and because of their dominant position 
of control over the trustee corporation; (2) 
their liability is not restricted merely to cases 
of misappropriation of trust funds, but extends 
to all acts ordinarily treated as breaches of trust; 
(8) that the officers did not intend to defraud 
the cestui que trust is not a defence; (4) that 
a breach by other officers or employees with 
the knowledge of the defendant officers imposes 
the same liability upon the defendants as a 
breach in which they willfully participate; (5) 
that a breach by other officers or employees 
which is unknown to defendant officers but 
could have been discovered and prevented by 
due diligence may in some states impose 
liability upon the officers, but in the majority 
of states does not; (6) that a breach by other 
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officers or employees unknown to defendant 
officers and which they could not have pre- 
vented by due diligence will not impose liability 
upon the officers.” ; 


Other Articles, Notes and Comments 
on Legal Questions Read by Our 
Staff and Recommended to Those 
Interested. 


Articles 


Alienation of Future Interests in Illinois—“Tllinois 
Law Review,” May, 1936. Page 1. By Homer F. 
Carey, Professor of Law, Northwestern Uni- 
versity and Paul Freeman. Seventy-six footnotes. 

Corporations and the Practice of Law—‘‘Fordham 
Law Review,”’ May, 1936. Page 207. By Maurice 
Wormser, Professor of Law, Fordham University. 
Forty-four footnotes. 

Gifts of Bank Deposits—‘‘North Carolina Law Re- 
view,” February, 1936. Page 129. By Harold C. 
Havighurst, Professor of Law, Northwestern Uni- 
versity. One hundred forty-four footnotes. 

Hybrid Securities: A Study of Securities Which Com- 
bine Characteristics of Both Stocks and Bonds— 
‘New York University Law Quarterly Review,” 
March, 1936. Page 407. By J. W. Hansen, Asso- 
ciate Professor of Business Law, Syracuse Uni- 
versity. Seventy-one footnotes. 

On Looking Into Mr. Beale’s Conflict of Laws—‘‘New 
York University Law Quarterly Review,’’ March, 
1936. Page 333. By Frederick J. de Sloovere, 
Professor of Law, New York University School 
of Law. One hundred fifty-eight footnotes. 

Qualifying As Plaintiff in an Action for a Conver- 
sion—“Harvard Law Review,” May, 1936. Page 
1084. By Professor Edward H. Warren, Harvard 
Law School. Sixty-two footnotes. 

Realization of Income Through Corporate Distribu- 
tions — “Columbia Law Review,” April, 1936. 
Page 519. By Roswell Magill, Member of the New 
York Bar. One hundred twenty-five footnotes. 

The Development of the Old-Age Insurance Pro- 
visions of the Social Security Act—‘‘Law and 
Contemporary Problems,’”’ April, 1936. Page 186. 
By J. Douglas Brown, Professor of Economics 
and Director of the Industrial Relations Section, 
Princeton University. Twelve footnotes. 

The Reduction of Income Taxes Through the: Use of 
Trusts—“‘Michigan Law Review,” April, 1936. 
Page 809. By William C. Warren. One hundred 
thirty-one footnotes. 

Unrestricted Testation in Quebec—‘‘Tulane Law Re- 
view,” April, 1936. Page 401. By Joseph Dainow, 
Professor of Law, Loyola University School of 
Law. Sixty footnotes. 

Visible Records Protect Trust Securities—‘‘Bankers 
Monthly,” May, 1936. Page 278. By Ben W. 
Utter, Trust Officer, Title Guarantee and Trust 
Co., Los Angeles. 


Notes and Comments on Legal Questions 


And/or—Its Use and Abuse—‘‘West Virginia Law 
Quarterly,” April, 1936. Page 235. Thirteen foot- 
notes. 

Conflict of Laws: Jurisdiction Over Nonresidents: 
Validity of Substituted Service on the Executor 
or Administrator of Nonresident Motorist—‘‘Cor- 
nell Law Quarterly,” April, 1936. Page. 458 
Thirty-one footnotes. P 

Corporations—Voting Trusts—Public Policy—‘‘Michi- 
gan Law Review,” March, 1936. Page 727. Thir- 
teen footnotes. 
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Federal Insurance of Deposits—‘“‘Columbia Law Re- 
view,” May, 1936. Page 809. One hundred thir- 
teen footnotes. 

Formalities in the Execution of Wills Affecting For- 
eign Realty—“Tulane Law Review,” April, 1936. 
Page 444. Nineteen footnotes. 

Participation Mortgages As a Method of Trust Invest- 
ment by Corporate Fiduciaries—‘Yale Law Jour- 
nal,’’ March, 1936. Page 857. Eighty-nine foot- 
notes. 

Property—Future Interests in Chattels 
“The North Carolina Law Review,” 
1936. Page 196. Twenty footnotes. 

Status of Holders of Hybrid Securities: Stockholders 

or Creditors?—‘*Yale Law Journal,’’ March, 
1936. Page 907. Forty-seven footnotes. 

Tax Changes Contained in the Revenue Bill of 1936 
—‘‘The Tax Magazine,’ May, 1936. Page 267. 
Taxation—Income Taxation—Liability of Settlor for 
Tax on Income from Trusts Created to Satisfy 
Obligations of Settlor—‘‘Minnesota Law Review,” 

April, 1936. Page 538. Fifteen footnotes. 

The Life Insurance Trust—‘“St. John’s Law Review,” 
April, 1936. Page 291. Sixty-three footnotes. 
The Servicing Function of Public Utility Holding 
Companies—‘‘Harvard Law Review,” April, 1936. 

Page 957. One hundred sixty-three footnotes. 

Trusts—Corporation as Beneficiary Under Construc- 
tive Trust of Outstanding Corporate Bonds— 
“West Virginia Law Quarterly,” February, 1936. 
Page 168. Six footnotes. 

Trusts—Successive Beneficiaries—Status of Corporate 
Stock Acquired with Corpus Funds by Exercise 
of Rights to Subscribe Granted During Life Es- 
tate—“‘University of Pennsylvania Law Review,” 
April, 1936. Page 796. Ten footnotes. 

What Constitutes a Gift to a Class—“‘Harvard Law 
Review,” April, 1936. Page 903. By Thomas M. 
Cooley, II, Harvard Law School. Ninety-three 
footnotes. 


Personal— 
February, 
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Editor’s Note: Addresses of publications 
mentioned in this section follow. The fig- 
ure appearing after the address in each 
instance is the publication’s quoted single 
copy price. These publications are NOT 
for sale by Trust Companies Magazine. 


Bankers Monthly, Rand McNally & Company, 536 
South Clark Street, Chicago, IIl. 50c. 

Columbia Law Review, Kent Hall, Columbia Univer- 
sity, New York, N. Y. 70c. 

Cornell Law Quarterly, Cornell Law School, Ithaca, 
N. Y. 90e. 
Fordham Law Review, Fordham University, 
worth Building, New York City. 75c. 
Harvard Law Review, The Harvard Law Review As- 
sociation, Gannett House, Cambridge, Mass. 75c. 

Illinois Law Review, Northwestern University Press, 

Chicago, Ill. $3.50 yearly. 

and Contemporary Problems, 

Durham, N. C. 75ce. 

Michigan Law Review, Ann Arbor, Mich. 80c. 

Minnesota Law Review, Minneapolis, Minn. 60c. 

New York University Law Quarterly, 150 Fremont 
Street, Worcester, Mass. $1.00. 

North Carolina Law Review, University of North 
Carolina Press, Chapel Hill, N. C. 80c. 

St. John’s Law Review, Brooklyn, N. Y. 65c. 

The Tax Magazine, Commerce Clearing House, Inc., 
205 W. Monroe Street, Chicago, Ill. 50c. 

Tulane Law Review, The Tulane University of 
Louisiana, La. $1.00. 

University of Pennsylvania Law Review, 
Chestnut Streets, Philadelphia, Pa. 75c. 

West Virginia Law Quarterly and The Bar, College 
of Law of West Virginia University, Morgan- 
town, W. Va. 50c. 

Yale Law Journal, 127 Wall Street, New Haven, 
Conn. 80c. 


Wool- 


Law Duke Station, 


34th and 





Origin of Unique Trust Company 
Names 


Wachovia Bank and Trust Company 
Winston Salem, N. C. 


HE word “Wachovia” is of German 

derivation and is closely associated 
with the early Moravian settlement of 
Salem. When Bishop Spangenberg of the 
Moravian Church selected in 1753 a tract, 
in what is now Piedmont, Carolina, as 
the location for a Moravian settlement, 
he gave to this tract the name “‘Wachau,”’ 
since the hills and streams reminded him 
of an estate of the same name in Southern 
Austria, formerly belonging to the Zinzen- 
dorf family. 

In commenting upon this name, Dr. 
Adelaide Fries, in her book, ‘‘The Mora- 
vian Church Book,”’ has the following to 
say: “Perhaps because ‘Wachau’ was 
difficult for any but Germans to pro- 
nounce, perhaps because of a scholarly 
liking for a spelling which harmonized 
with the English language, ‘Wachovia’ is 
the form used from the beginning in all 


documents written in English.” 

Due to the fact that ““Wachovia”’ is an 
unusual name, it is often mispronounced 
and frequently some erroneous significance 
is placed on its use. Often the first syllable 
is pronounced as if it were spelled ““Watch”’ 
and this leads to a special interpretation 
of its use by a banking institution. The 
name is correctly pronounced as if spelled 
‘‘Wak-o-vee-ya,”’ with a broad ‘‘a’”’ in the 
first syllable and the accent on the second. 

When the founders of the Wachovia 
Bank & Trust Company in 1893 cast 
about for a suitable name, it was appro- 
priate that they should select for that 
institution a name that by association and 
historical background stood for those 
qualities and principles which should 
dominate the management of a financial 
institution. As the early Moravian in- 
fluence has permeated a_ considerable 
portion of the life of the State, so the 
institution bearing the name Wachovia 
has grown into a state-wide bank and 
trust company, becoming the largest in 
the Carolinas. 





Books and Brochures Reviewed 


Restatement of The Law of Trusts— 


As adopted and Promulgated by the American 
Law Institute. Published 1935 by American Law 
Institute Publishers, St. Paul, Minn. Two Vol- 
umes. Vol. I, pp. xxxii, 807; Vol. II, pp. xxiv, 
1496. $12.00. 

After many years of intensive effort by out- 
standing attorneys of the country the ‘‘Restate- 
ment of the Law of Trusts” has been prepared 
and published. 

The object of the American Law Institute 
in making this Restatement was to present 
in an orderly and comprehensive manner a 
statement of the general common law of the 
United States, including in that term not only 
the law developed solely by judicial decision, 
but also the law that has grown from the 
application by the courts of statutes that have 
been generally enacted and have been in force 
for years. 

The Restatement was prepared under the 
direction of Austin W. Scott, of the Harvard 
Law School, and presents, in the opinion of 
this reviewer, a most complete and authoritative 
resume of the law of trusts. 

Exceptionally well indexed. 


Money and Banking — 


By GEORGE WILLIAM DOWRIE, Ph.D., Pro- 

fessor of Finance, Graduate School of Business, 

Stanford University. Published April, 1936, by 

John Wiley & Sons, Inc., New York. 512 pages. 

$3.25 net. 

A practical and concise introduction to 
the study of money and banking, includ- 
ing a comparative summary of monetary 
problems and policies of other countries to- 
gether with up to date information on the 
developments in the United States. 

We quote from the author’s preface 
which in the opinion of this reviewer is 
typical of the objectives conveyed in the 
work. 

“In the discussion of credit institutions 
the chief stress has been placed upon the 
functions usually included under the term 
‘commercial banking,’ with somewhat more 
sketchy treatment being given to the non- 
commercial banking activities of state and 
national banks and institutions specializ- 
ing in some particular financial service. 

“The special institutions created by the 
federal government to supply the credit 
needs of the farmer have become so numer- 
ous and are occupying so important a part 
in the present-day financial structure that 


every student of monetary and credit prob- 
lems should be familiar with them no mat- 
ter how far removed he may be from the 
actual operations of farming. 

“The many important changes which have 
been made in our financial structure during 
the past three years, and the new theories 
and courses of action proposed, make it all 
the more imperative that our people possess 
some understanding of what has been done 
or seriously proposed. They should be suffi- 
ciently familiar with experience here and 
elsewhere to aid them in passing judgment 
as to the soundness of the proposals. 

“Future modifications in our financial 
structure should be made in accordance 
with the findings of disinterested experts 
instead of at the behest of some selfish and 
politically powerful group.” 

Well indexed. 


Deficits and Depressions— 

By DAN THROOP SMITH, Ph.D., Instructor in 

Economics, Graduate School of Business Adminis- 

tration, Harvard University. Published 1936, by 

John Wiley & Sons, Inc., New York. 264 pages; 

$2.50. 

For students of economics this book offers 
ample thought and original analyses to be 
pondered over. 

The book is essentially an analysis of the 
relations between government financing and 
the banking system and their effect on busi- 
ness. Particular attention is devoted to the 
problems of deficit financing. It provides a 
judicious and impartial survey of the vari- 
ous dangers and benefits which may arise 
from the unbalanced budget. 

In the chapter “The Sources of Funds” 
Mr. Smith summarizes on unbalanced budg- 
ets as follows, in part: 

“The really crucial problem is that of as- 
sociating the total amount of credit out- 
standing, which may be increased by bank 
loans to the Treasury, with the total spend- 
ing, and, if possible, the direction of that 
spending. It is here that confidence may 
become of overwhelming importance; de- 
creased uses of bank deposits may offset an 
increase in their quantity. Or, conceivably, 
the loss of confidence might produce an in- 
creased use of deposits as part of a flight 
from the currency. This would accentuate 
the inflationary effects of the expansion in 
amount of deposits, but the price changes 
would be concentrated, in abnormal and un- 
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stable fashion, on certain special groups of 
economic goods. While considering possible 
changes in the velocity of circulation of 
bank deposits, another case should not be 
neglected, that in which, by acquiring idle 
business balances, the Treasury is able to 
add to its own spending without either de- 
creasing other spending or producing an 
expansion in money or bank credit out- 
standing.” 


Our Silver Debacle 
By RAY B.WESTERFIELD,Ph.D., Se.D.,Professor of 
Political Economy, Yale University; Honorary Chair- 
man of the Economists’ National Committee on Mone- 
tary Policy. Published 1936, by Ronald Press, New 
York. 214 Pages. $2.50. 

Dr. Westerfield is a severe and harsh critic of 
the government’s monetary policy. He devotes 
almost the entire content to the history and evil 
effects of tampering with silver, and in a few 
pages at the close briefly summarizes his solu- 
tion to the problem. He is an interesting and 
convincing writer. 

Dr. Westerfield shows the whole “inexcusable 
silver muddle.” He charges those who have been 
responsible for our silver policies with wreaking 
havoc through the disastrous effects of their pro- 
grams. He shows why the silver operations are 
“‘a sorry example of class! legislation, benefiting 
a relatively small industry and section at the 
expense of the entire nation.” He also cites their 
inflationary character, their intentional decep- 
tion of the American people, and the fallacious 
arguments used in their defense. 

The book gives a review of the scope of the 
government’s silver operations, comments on 
the unsettlement they have worked in the world 
money situation; the harmful effects upon our 
trade with silver-using countries; and the re- 
sults in our own monetary system. 


Municipal Inheritance Tax 
Repeal 


New York City’s experiment with a 
municipal inheritance tax came to an 
end this month with signing of a bill, by 
Mayor LaGuardia, which makes repeal 
retroactive. Under the law, which went 
into effect December 5, 1934, about $250,- 
000 had been collected and will be re- 
turned. An equal amount was estimated 
as due, but unpaid awaiting settlement 
of the question. Aside from its patent 
violation of social rights, and its prac- 
tical effect in driving away substantial 
residents, the act was the cause of much 
legal controversy, and its passing into 
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tie SERVICE, the official guide 
of the New York Stock Transfer 
Association, gives quickly and con- 
veniently the complete information 
needed, (1) by those responsible for 
the transfer of a corporation’s stock, 
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the limbo of ignoble experiments is alto- 
gether fitting. 


J. Herbert Case Joins Securities 
House 


J. Herbert Case, recently chairman of 
the board and Federal Reserve agent at the 
Federal Reserve Bank, N. Y., has joined the 
security firm of R. W. Pressprich & Co., 
New York, as a general partner. 

Mr. Case had been chairman and agent 
of the bank since 1930 and was a deputy 
governor for 13 years prior to his election 
as head of the institution. 

A banker practically all his life, having 
joined the City National Bank of Plain- 
field, N. J., at sixteen, he was for eight 
years executive vice president of the Plain- 
field Trust Company, and in this period 
he organized the People’s Bank and Trust 
Company, of Westfield, N. J. In 1910 he be- 
came vice president of the Franklin Trust 
Company, then owned by the Farmers’ Loan 
and Trust Company, and two years later 
was elected vice president of the parent 
company. At some personal sacrifice, he left 
the Farmers’ Loan and Trust to join the 
Federal Reserve Bank as deputy governor 
in 1917. 





Personnel Changes in Trust Institutions 


CALIFORNIA 

San Francisco—Three promotions have 
been announced by the American Trust 
Company. Kenneth Gelwix, vice president 
and manager of the First Berkeley branch 
since 1934, goes to the bank’s main branch 
in Oakland as vice president and manager. 
Gifford T. Douglas, formerly of the Rich- 
mond branch, will succeed Mr. Gelwix as 
vice president and manager at the First 
Berkeley branch, and Lester F. Sterner, who 
served the First National Bank and the 
Bank of San Leandro before they became 
branches of the American Trust Company, 
and has since continued as manager of the 
San Leandro branch, will succeed Mr. Doug- 
las as vice president and manager of the 
Richmond branch. 

San Francisco—William A. Henderson, 
formerly chief clerk, and in charge of both 
purchasing and personnel at the Anglo Cali- 
fornia National Bank, has been elected as 
vice president of that institution. Mr. Hen- 
derson started with the Anglo & London 
Paris National Bank in 1918 as messenger 
and advanced rapidly through the bookkeep- 
ing and auditing departments. When that 
bank merged with the Anglo California Trust 
Company in 1932 to form the present Anglo 
California National Bank, Mr. Henderson 
became assistant auditor of the merged in- 
stitution, then chief clerk, and from that 
post was chosen vice president. 

San Francisco—The Crocker First Na- 
tional Bank of San Francisco has named 
Charles J. Bradley an assistant cashier. Mr. 
Bradley is a tax expert and has been identi- 
fied with the bank since 1912. 


CONNECTICUT 
Ridgefield—James E. Ryan, formerly vice 
president of the First National Bank & 
Trust Co. at Ridgefield, has been chosen 
president to succeed the late L. M. Starr. 


FLORIDA 


Sanford—S. O. Shinholser, one of the 
directors, has been elected president of the 
Sanford Atlantic National Bank. 


ILLINOIS 
Chicago—William W. Farrell, senior vice 
president of the Mercantile Trust & Savings 
Bank for the last fifteen years, was elected 
president of that institution by the board of 
directors at their meeting April 17th. Mr. 
Farrell succeeds the late Harry N. Grut. 


KENTUCKY 

Frankfort—Hiram Wilhoit, vice president 
and cashier of the Woodford Bank & Trust 
Co. at Versailles, has been appointed acting 
Commissioner of Banking and Securities for 
the State of Kentucky. 

Lexington—Directors of the Citizens’ 
Bank & Trust Company have announced the 
following elections: Thomas C. Bradley, 
president, to succeed Frank P. Drake, who 
resigned because of ill health; Frank L. 
Snyder, formerly cashier, to the executive 
vice presidency; George H. Gearhart to a 
vice presidency and A. G. Mainhouse to the 
cashiership. Mr. Drake will continue with 
the bank as a vice president. 


MINNESOTA 


Minneapolis—The directors of the North- 
west Bancorporation, at their meeting on 
April 23, advanced Willis D. Wyard and 
Ralph M. Watson, former assistant secre- 
taries, W. E. Brockman, publicity and pub- 
lic relations officer, and R. L. Smith and 
Adolph J. Doffing to assistant vice presi- 
dents. 


NEW JERSEY 


Englewood—Edward S. Rudloff, formerly 
vice president of the Citizens National 
Bank & Trust Company has been elected 
president of that institution, to succeed the 
late D. G. Thompson. Mr. Rudloff was 
brought to the bank as vice president and 
director from the Union Bank & Trust Com- 
pany of Pottsville, Pa. Clinton H. Blake, a 
former vice president, is the newly elected 
chairman of the board. His father, Clinton 
H. Blake, Sr. was president of the bank 
from the time of organization in 1890, until 
his death. 

NEVADA 

Reno—Frank McGarvey has been elected 
a vice president of the First National Bank 
in Reno. He was for several years president 
of the Lumberman’s National Bank of 
Bend, Ore., which was purchased by First 
National Bank at Portland some time ago. 
First National of both Reno and Portland 
are owned by Transamerica Corp. 


NEW YORK 
New York—Russell F. Thomes has been 
appointed secretary of the Central Hanover 
Bank & Trust Co. He became associated 
with the Central Trust Company in 1916 and 
just prior to the merger of that bank and 
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the Hanover National Bank in 1929, to 
form the present organization, was ap- 
pointed assistant vice president. This posi- 
tion he held at the time of his recent 
promotion. Mr. Thomes succeeds Milton Fer- 
guson, vice president and secretary, whose 
resignation became effective May 1st, after 
nearly fifty-three years of service with Cen- 
tral Hanover and its predecessors. 


New York—John C. Orr, 2nd, has been 
made a vice president of the New York 
Trust Company, effective May 15, 1936. Mr. 
Orr was formerly assistant trust officer. 


New York—Farris Campbell and Clare 
W. Banta have been appointed vice presi- 
dents of the National City Bank of New 
York. Mr. Campbell came to New York from 
Missouri in 1915, and was appointed assist- 
ant vice president in 1922. Mr. Banta was 
for more than nineteen years associated 
with the Wells Fargo Bank & Union Trust 
Company of San Francisco, joining the 
Bank of America, N. A., in New York in 
1928 and became an assistant vice presi- 
dent of the National City Bank upon 
merger. . 


New York—J. M. Budinger has been 
elected a vice president of Commercial Na- 
tional Bank & Trust Co. of New York. He 
was previously an assistant vice president. 


New York—The United States Trust Co., 
New York, has announced the appointment 
of H. Irving Pratt, Jr., as an assistant sec- 
retary. 


New York—Chemical Bank & Trust Com- 
pany has promoted Edward F. McGinley, 
formerly assistant secretary, to an assistant 
vice presidency. 


New York—William R. Parvin, assistant 
treasurer of the Guaranty Trust Company 
of New York, has been appointed a second 
vice: president of that institution. 


Sayville—Daniel D. White is the new 
president of the Oystermen’s Bank & Trust 
Co. at Sayville, L. I. He was formerly vice 
president of the bank. 


OREGON 


Medford—Eugene Thorndike is the new 
manager of the Medford branch of the First 
National Bank of Portland, and A. R. Puch- 
ner is now assistant manager. Mr. Thorn- 
dike was with the old First National Bank 
of Medford as vice president and trust 
officer, and served as assistant to A. A. 
Schramm until the latter was transferred 
to the bank’s head office in Portland. 


NORTH CAROLINA 


Winston-Salem—Several additions to the 
official staff of the Wachovia Bank & Trust 
Company, and several promotions of present 
officers were announced following the 
quarterly meeting of the board of directors. 

Leroy B. Martin, was elected vice presi- 
dent and assistant trust officer and will be 

in charge of the 
trust depart- 
ment of the Ral- 
eigh office. He 
was formerly 
executive of the 
State School 
Commission, 
joining the trust 
company last 
September to 
work in various 
divisions of the 
trust depart- 
ment at Wins- 

ton-Salem. 
George P. 
Leroy B. Martin Geoghegan, Jr., 
who was elected vice president and placed 
in charge of the banking department of 
the Raleigh office, previously served as a 
director of the Security National Bank of 
Greensboro. J. Gerald Cowan, elected assist- 
ant vice president, came to Winston-Salem 
from the Asheville office; John W. Spicer, 
Jr., was elected assistant cashier in charge 
of the credit department in Asheville. Roy 
F. Ebbs, cashier of Asheville office, and T. 
F. Maguire, cashier of Raleigh office, have 

each been elected vice presidents. 


OHIO 


Alliance—F. S. Callander, formerly a well 
known Pittsburgh banker, has been elected 
president of the Alliance First National 
Bank of Alliance, and assumed the direction 
of the bank on May 1. Mr. Callander suc- 
ceeded A. L. Atkinson, who resigned several 
months ago. 


Columbus—M. M. Martlin has been pro- 
moted from assistant cashier to assistant 
vice president of the Ohio National Bank. 
Mr. Martlin started with the First National 
Bank and is at present in charge of promo- 
tion activities of the Citizens office of the 
Ohio National. 


Springfield—Joseph B. Cartmell has re- 
signed as chairman of the board of direc- 
tors of The First National Bank & Trust 
Company. Mr. Cartmell has been chairman 
since 1930 and prior to that time president 





528 


of the institution since its organization in 
1927. 

Steubenville—Park Q. Ogden, who has 
served in the State Banking Department 
for nine years and for the past six years as 
trust officer of the Citizens National Bank 
of Zanesville, has been elected trust officer 
of the National Exchange Bank and Trust 
Company. 


PENNSYLVANIA 


Altoona—W. M. C. Craine, president of 
the Altoona Trust Company for the last 
seven years, has retired due to ill health. At 
the board of directors meeting on April 15 
he was elected chairman of the board. John 
H. Dillen, vice president and treasurer of 
the institution, was advanced to the presi- 
dency. Other promotions included the elec- 
tion of D. N. Slep as vice president and 
Robert J. Ritts, formerly assistant secre- 
tary, to the office of treasurer. 

Harrisburg—Ira H. Yohe, who has been 
connected with the Market Street Trust 
Company since 1922, has resigned as vice 
president and trust officer to devote his 
time to business. 

Philadelphia—Edward M. Malpass has re- 
tired as a vice president of the First Na- 
tional Bank of Philadelphia, after 54 years 
of service in the banking business. Mr. Mal- 
pass started his career in the Philadelphia 
banking field in 1882 with the old Centen- 
nial National Bank. He was elevated to the 
post of president in 1916. Upon merger 
with the First National Bank in 1925 he was 
elected a vice president and director of the 
First National. 

Pittsburgh—W. Kennedy Brown, manager 
of the real estate department of the 
Peoples-Pittsburgh Trust Company, and S. 
Munnell, Jr., auditor of the same institu- 
tion, have resigned their positions as of 
May 1. 

Somerset—Robert G. Dickson has ten- 
dered his resignation as vice president of 
the County Trust Company. Mr. Dickson 
has accepted a position with the Pennsyl- 
vania State Banking Department in Phila- 
delphia. 


TENNESSEE 


Knoxville—J. A. Wallace, executive vice 
president of the Fidelity-Bankers Trust Co., 
at Knoxville, has resigned to become asso- 
ciated with the Prudential Insurance Co. of 
Knoxville. James F. Smith, formerly vice 
president and manager of the bond depart- 
ment, succeeds Mr. Wallace on the board 
and as executive vice president. 
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UTAH 


Salt Lake City—Ashby Snow has resigned 
the presidency of the Utah Savings & Trust 
Company. He is succeeded by Willard T. 
Cannon, a member of the bank’s board of 
directors. 


CANADA 


Halifax—General Trust & Executor Cor- 
poration has announced major changes in 
the executive personnel. H. W. Phinney, 
President since the company’s incorporation 
in 1929, has retired, but will continue to 
serve as chairman of the board. E. L. Mac- 
Donald, first vice president during the en- 
tire period, was elected president and 
R. J. Macadam, one of the original 
directors, was elected first vice president, 
succeeding Mr. MacDonald. James McCon- 
nell of Sydney was reelected second vice 
president and J. R. Machum, secretary and 
manager. 

Toronto—M. J. Andrew has been ap- 
pointed to the staff of the London & West- 
ern Trusts Company as publicity officer and 
field man. 

Toronto—W. A. Dunlop has been ap- 
pointed manager business extension de- 
partment, of the Trusts and Guarantee 
Company. 

Windsor—The Toronto General Trusts 
Corporation of Toronto announce the ap- 
pointment of F. A. Wansbrough as man- 
ager of the Windsor branch. He succeeds 
Donald K. Tow, who has been appointed 
treasurer and returns to the Toronto office. 
Mr. Wansbrough graduated from the Uni- 
versity of Toronto in 1928 and for several 
years has been engaged in field work for the 
estates analysis department, and latterly the 
estate and agency division. 

Winnipeg—E. W. Kneeland was recently 
elected chairman of the Manitoba board of 
the London and Western Trusts Company, 
Ltd. He succeeds the late R. T. Evans. 


Bane Ohio Corporation has acquired 
the controlling interest in the Madison Na- 
tional Bank and the London Exchange 
Bank of London. The Madison National 
Bank was organized in 1865 and the Lon- 
don Exchange Bank in 1899. The combined 
resources of the two banks amount to ap- 
proximately $2,000,000, and they will con- 
tinue to be operated in their present loca- 
tion and with their same personnel. Banc 
Ohio Controls 16 banks in Columbus and 
centrol Ohio with aggregate resources ex- 
ceeding $100,000,000. 
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Trust Institution Briefs 


Stockton, Cal.—The American Trust 
Company of San Francisco opened a new 
branch in Stockton on March 23. It is 
thoroughly modern and has one of the 
finest safety vaults in northern California. 
The bank is under the management of 
Charles C. Bradley, and has a Chinese de- 
partment which will be managed by Wong 
K. Jeau. 

Denver, Colo.—Denver National Bank has 
just completed an enlargement and modern- 
ization of its banking quarters. The trust 
department, formerly in the basement, has 
been moved to the second floor, in rooms 
readily accessible by elevator directly from 
the bank lobby. The new offices include the 
most modern equipment and low type 
counters, to assure office efficiency and at- 
tractiveness to customers. 

Boise, Idaho—The First National Bank 
of Idaho has been granted supplementary 
trust powers by the Federal Reserve Board. 

Chicago, Ill.—The directors of the First 
National Bank of Chicago voted recently to 
authorize an increase in the common capital 
of the bank from $25,000,000 to $30,000,- 
000. The stock will carry the same par value 
of $100 per share. The old stockholders will 
have the first option for purchase of the 
additional stock at $200 per share, each 
five shares of the old stock held qualifying 
the holder for one of the new. Transfer 
books were closed from close of business 
from May 21 to May 27 for the purpose of 
the stockholders meeting held May 26. 

Mishawaka, Ind.—Fred N. Smith, presi- 
dent of the First National, First Trust & 
Savings and North Side Trust & Savings 
Banks, announced a plan on April 23 for 
the further consolidation of these three 
affliated banking institutions and _ the 
changing of the two state banks to national 
banks. Notices were mailed to stockholders 
calling a special meeting for May 27, for 
presentation and ratification of the plan, 
which has already been approved by the 
Comptroller’s Office in Washington. The Con- 
solidated bank would be known as the First 
National Bank of Mishawaka. 

Binghamton, N. Y.—The new First 
Ward Office of the Marine Midland Trust 
Co. was opened on Tuesday, April 28, and 
is the second office opened in Binghamton 
by Marine Midland Trust within the last 
six years. Herbert F. Milligan, manager of 
the West Side Branch, which was estab- 
lished in 1930, will supervise the new office. 

New York, N. Y.—The assets of the Na- 
tional Bank of Yorkville, 207 East 86th 
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Street, liquidated on May 2, have been 
acquired by the Marine Midland Trust Co. 
The bank, which will be operated as a 
branch of the main office of Marine Mid- 
land Trust Co. of 120 Broadway, will be in 
charge of assistant vice president Frederick 
Rath. Mr. Rath was formerly a vice presi- 
dent of the National Bank of Yorkville, 
and his associates will be Gilbert C. Freeauf 
and John Toto, who will become assistant 
treasurers of the trust company. Mont- 
gomery Schuyler, former president of the 
National Bank of Yorkville, will serve as 
chairman of the Advisory Committee of the 
Yorkville branch. 

New York, N. Y.—A controlling interest 
in the Harbor State Bank of New York 
City has been purchased by The Banco 
Nacional de Mexico. John B. Glenn, who 
was for many years an officer of the Equit- 
able Trust Co., and the Chatham Phenix 
National Bank & Trust Co., where he was 
in charge of the foreign department, and 
for the past four years agent in New York 
for the Banco Nacional, will be president 
of the new institution. According to pres- 
ent plans the main office of the Harbor 
State Bank will be moved to the offices of 
Banco Nacional de Mexico and the present 
Harbor State Bank offices will be main- 
tained as a branch. The new bank will take 
over the New York agency of the Banco 
Nacional de Mexico, and will specialize in 
Latin-American business. 

Rochester, N. Y.—Plans for a merger, in- 
volving the acquisition of the First Na- 
tional Bank and Trust Company by the 
Lincoln-Alliance Bank and Trust Company 
have been announced. The plans for this 
$2,000,000 deal, which have been approved 
by the directors, must be approved by 
stockholders before taking effect. In a dollar- 
for-dollar exchange Lincoln-Alliance will 
offer First National stockholders one share 
of Lincoln-Alliance, plus no less than $10 
cash for each share of First National. It is 
expected that the transaction will be com- 
pleted by June 30. 

Bradford, Pa.—The Citizen’s National 
Bank which opened on May 4, absorbed the 
assets of the National Bank of Bradford 
and the McKean County Trust Co. The 
townspeople subscribed to the entire $310,- 
000 capital funds required for the opening. 

Canton, O.—Merger of the First Trust 
and Savings Bank and the Central Savings 
Bank and Trust Company, Canton, has been 
approved by federal and state banking 
officials, and the merged bank is in opera- 
tion under the name of The First Trust 
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and Savings Bank. Restricted deposits in 
the amount of $706,000, held by The Cen- 
tral Bank, have become available to de- 
positors in full. The bank, under its new 
set-up, will have combined deposits of 
$3,200,000 and total assets in excess of 
$3,600,000. In connection with the mérger, 
the trust department of The Central Bank 
has been liquidated and the trust depart- 
ment of the First Trust will be maintained. 
Officers of the bank remain the same. They 
are: Harry R. Jones, chairman of the 
board; Harley J. Fast, president; Charles 
W. Keplinger, vice president; Thomas M. 
Kober, secretary-treasurer; C. A. Wendell, 
trust officer and assistant secretary; and J. 
C. Sommer, assistant treasurer. 

Seattle, Wash.— A second increase in the 
capital of the Peoples Bank & Trust Com- 
pany of Seattle within seven months, from 
$850,000 to $1,000,000 has been approved 
by the directors of the bank and was voted 
on by the stockholders on April 30. The 
first increase was from $600,000 last fall. 
Under the plan proposed by Albert Brygger, 
president, a stock dividend of 10 per cent 
will account for 4,250 of the 7,500 new $20 
par shares, with the remaining 3,250 be- 
ing offered to stockholders at $30 per share. 
This sale would add $150,000 to capital, 
$37,500 to surplus and a like amount to un- 
divided profits. 


Limiting Trust Liability by 
Annual Inventory 


Revised Laws of Hawaii, 1935, con- 
tains an amendment to Chapter 218, 
Hawaii Bank Act of 1931, requiring an- 
nual inventories of all individual trust 
accounts Sec. 6905: Powers of trust com- 
panies: accounts. 2. Accounts to princi- 
pals. After June 30, 1934, no trust com- 
pany shall undertake or continue to act 
as agent under the powers given by this 
section except under an agreement which 
shall be in writing and signed by the 
principal (which term whenever used 
herein shall be construed to include any 
authorized representative of the princi- 
pal); provided, that this requirement 
shall not apply to occasional or isolated 
acts performed under special instructions 
or at the special request of a principal 
who is not a general or regular client. 
Such agreement shall provide: 
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(a) That the trust company shall de- 
liver to the principal at stated intervals 
not less frequently than once a year, and 
at the termination of the agency, a writ- 
ten statement of account setting forth: 
(1) all receipts and disbursements of 
principal and income since the inception 
of the agency or the last previous ac- 
count rendered under this subtitle, as 
the case may be, with such detail of de- 
scription as will identify all properties 
purchased or sold during the period; (2) 
the balances of principal and income as 
of the final date of the accounting period; 
(3) a complete inventory, with such de- 
tail of description as will identify each 
item, and, if purchased by the trust com- 
pany, the cost thereof, of all properties, 
whether real, personal or mixed, title to 
or custody or safekeeping of which is 
then held by such trust company for the 
account of such principal; together with 
(4) a list of all properties, whether real, 
personal or mixed, described in such de- 
tail as to identify each item which may 
have been acquired or disposed of for the 
account of such principal without cash 
consideration, since the inception of the 
agency or the last previous account ren- 
dered under this subtitle, as the case may 
be; and 

(b) That thirty days after the delivery 
of the account to the principal in person 
and duly acknowledged by him in writing, 
or forty-five days after mailing the same 
by registered mail addressed to the prin- 
cipal at his last known address, provided 
receipt of such registered mail shall have 
been acknowledged by the principal, the 
trust company shall be free and clear of 
any claim by the principal arising out of 
any transaction covered by such account 
except (1) insofar as the principal shall 
have presented to the trust company writ- 
ten objections to the account prior to the 
end of the period, and (2) that the ac- 
count may later be opened up and cor- 
rected in case of fraud or mistake in the 
account. Such agreement may consist of 
a letter or memorandum of instructions 
or requests from the principal signed by 
him and accepted in writing by the trust 
company (L. 1905, c. 69, s. 4; R. L. 1925, 
s. 3482; am. L. 1933-4, c. 45, s. 3). 





Corporate Fiduciaries Associations 


Philadelphia Association Report 


At the annual meeting of the Corporate 
Fiduciaries Association of Philadelphia the 
following were elected to service for the 
ensuing year: 

President—Jonathan M. Steere, vice-presi- 
dent, Girard Trust Company. 
Vice-President—Edgar W. Freeman, vice- 
president, Corn Exchange National Bank 
and Trust Company. 
Secretary-Treasurer—Robert U. Frey, as- 
sistant treasurer, Pennsylvania Company. 
Executive Committee— 

Frank G. Sayre, vice-president, Pennsyl- 

vania Company. 

Kenneth B. Crawford, Northern Trust 

Company. 

Thomas E. Shipley, Germantown Trust 

Company. 

Discussion of increased cost of maintain- 
ing trust departments of banking institu- 
tions occupied a large part of the meeting. 
In recent months there has been under con- 
sideration the question of increase of rates 
of commission for various types of trust 
service, and at the meeting there were pre- 
sented suggestions as to revised rates to be 
charged for agency accounts. 

These suggestions were referred to a com- 
mittee, as were further suggestions as to 
an immediate review of commission sched- 
ules on all types of trust service rendered 
by banking institutions. 


Allegheny County Association 
Elects 


At the recent meeting of the Cor- 
porate Fiduciaries Association of Alle- 
gheny County, Pa., the following officers 
were elected for the ensuing year: 

President Kenneth Buffington, vice presi- 
dent, Colonial Trust Company. 

Vice President G. G. Osmer, trust officer, 
Union National Bank. 

Secretary-Treasurer D. G. England, trust 
officer, Fidelity Trust Company. 

Executive Committee, Samuel C. Allen, 
trust officer, Peoples-Pittsburgh Trust Com- 
pany. 

A. M. Scully, vice president, Union Trust 
Company of Pittsburgh. 

F. J. Irvin, trust officer, Coraopolis Trust 
Company, Coraopolis. 

The following constitute the newly ap- 
pointed Public Relations Committee: 

G. C. Burgwin, Jr., vice president of the 
Fidelity Trust Company, was chairman of 
the Nominating Committee. 
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' President Buffington has named the fol- 
lowing Public Relations Committee: 

John C. Wright, Fidelity Trust Company. 

Gwilym A. Price, Peoples-Pittsburgh 
Trust Company. 

William Hageman, Potter Title and Trust 
Company. 

F. J. Irvin and Alexander Garroway, Dol- 
lar Savings and Trust Branch, Peoples- 
Pittsburgh Trust Company. 


New Haven Discusses Costs and 
Charges 


A meeting of the Corporate Fiduciaries 
Association of New Haven was held on May 
19 at the New Haven Lawn Club, New 
Haven, Connecticut. 

Henry A. Theis, vice president of the 
Guaranty Trust Company of New York, and 
chairman of the committee on Trust Costs 
and Charges of the Trust Division of the. 
American Bankers’ Association, discussed 
the complexities of arriving at a formula for 
determining trust costs. He stated that dur- 
ing recent years trust costs had mounted 
tremendously, the principal reasons being 

1. Increase in investment problems. No 

institution dares do an imperfect job in 
the investment field. This additional 
expense is enormous, and it is entirely 
beyond the control of the institution. 

. The continual change in the tax laws. 

. Mortgages and real estate. Adminis- 
trative costs are very much greater 
than they were, for bank examinations, 
reports to bureaus in Washington, etc. 
These are far more rigid and call for 
much greater accounting detail. 

While costs have been mounting, Mr. 
Theis said, fees have been shrinking. This 
is due in part to the fact that fees are 
usually based upon income. Dividends have 
been passed in many instances; bond inter- 
est has been defaulted; the best bonds have 
been called and replaced with low-yield 
bonds—all this resulting in earnings going 
down while expenses are creeping up. 

To combat this situation, we must know 
our costs. Having obtained them, based on 
the facts we must submit the information ° 
to the courts and to the legislatures. Mr. 
Theis advised against taking on business 
that was a source of loss; opening accounts 
on a fee basis that is inadequate and giving 
free service. 

The Tradesmen’s National Bank of New 
Haven was admitted to membership in the 
Association at the meeting. 





Georgia Bankers Association—Trust Forum 


A three-point program of activity for 
the coming year was outlined at the 
Trust Forum during the recent annual 
convention of the Georgia Bankers Asso- 
ciation at Augusta. James C. Shelor, as- 
sistant trust officer of the Trust Company 
of Georgia, Atlanta, as chairman of the 
Committee on Trust Affairs, urged the 
vital importance to Georgia’s financial in- 
stitutions of: 


1. Strict adherence of the Statement of Prin- 
ciples of Trust Institutions adopted by our Asso- 
ciation in 1935. 

2. Careful study of the cost of doing business 
which may result in upward revision of some of 
our charges; efforts to eliminate “fee cutting’ by 
corporate fiduciaries. 

8. Increased withdrawal of taxable wealth 
caused by the removal of many citizens and busi- 
ness firms to other states due to Georgia’s anti- 


quated tax laws. Careful consideration of the 

benefits of general tax revision possible from 

passage of the 15 mill tax limitation act to be 
voted on in November. 

Continued progress was reported in 
establishment of pleasant relations with 
other professional groups of the State, 
but careful consideration was recom- 
mended in maintaining cooperation with 
members of the Bar and Life Underwrit- 
ers and in study of trust problems of a 
general nature as they affected local con- 
ditions. 

At the election of association officers, 
Mr. Shelor was chosen as vice president 
of the Trust Division. Major features of 
the formal addresses at the trust session 
follow. 


The Field for Trust Service in Georgia 


From address by J. H. HARRISON 


Assistant Trust Officer, Citizens and Southern National Bank, Savannah 


MPROVED conditions, - better security 
prices and the very valuable services ren- 
dered by trust departments during the recent 
depression have made people more trust minded. 
The feeling that an individual can handle an 
estate or trust is losing out rapidly and people 
are beginning to look to the trained organiza- 
tion for assistance and service which it alone 
can supply. Increased gift taxes aided some in- 
stitutions in getting new trusts in 1935, but the 
outlook for 1936 is brighter for more funda- 
mental reasons. Hostility and criticism have 
turned to confidence. The publicity given to 
certain large estates of very wealthy people who 
died during the depression has made the public 
realize that careful planning of an estate is very 
essential to prevent excessive taxes. Increased 
governmental expenditures do not seem to point 
to any reduction in these taxes. It is also true 
that many individuals who have been named as 
co-executor or co-trustee under wills and trusts 
have refused to act or qualify due to their own 
occupations which require all of their time. It is 
not difficult to see that such people cannot give 
adequate time to take proper care of some 
other person’s affairs. 
An examination of the probate courts of the 
country will reveal the amazing number of 


people who die intestate. It is appalling. So 
much suffering and needless expense on the part 
of one’s family can be spared by just a little 
planning and forethought. A great amount of 
real and personal property is going to pass on, 
not as the testator would desire, but as the law 
requires. 


Correspondent Trust Service 


One of the trust officers in a neighboring 
state has recently put forward a plan whereby 
the people throughout the rural districts can be 
given the best of trust services. This plan not 
only benefits the individual but also the small 
town banker and lawyer. The proposed manner 
of doing this is to have the testator working in 
conjunction with his local banker and attorney, 
name the trust institution in the nearest or most 
convenient large city, his executor and trustee. 
When he dies, this bank takes over his affairs as 
if he were a resident of that city; but the actual 
handling of the property in the rural district in 
which the deceased lived, is done by the local 
bank. Collections of notes, mortgages, rents, 
etc., are all handled by the local bank and then 
turned over to the trust institution. As the 
trustee would have to pay an agent to collect 
these items, there are no additional charges or 
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additional commissions. It helps the individual 
by giving his estate the adequate trust service to 
which it is entitled. It helps the local banker by 
giving him the satisfaction of knowing that his 
valued customers are getting the good service 
which he could not afford to render them 
otherwise. A word of warning, however. Banks 
going into this arrangement should be extremely 
careful about the size of the estates and also the 
assets comprising them. Too much farm land or 
acreage is not desirable, nor are estates under 
$50,000.00. These, of course, are problems 
that should be worked out by the local banker 
when he makes a survey of his customers who 
might be interested in this type of trust 
business. 


The Repelling Force of Taxation 


Every day in newspapers, over the radio and 
by every means of communication, we hear 
more about taxes. We do not know exactly how 
to plan because we do not know what tax laws 
are about to be made which will affect us while 
living and will greatly reduce the incomes and 
properties of those we leave behind. The out- 
look is not very cheerful and the progress of 
returning to normal conditions certainly is not 
aided by so much additional taxation. The in- 
stitutions serving in fiduciary capacities surely 
should interest themselves in this vital item not 
only because trustees are conservators of prop- 
erty but because by aggressively interesting 
themselves they will, in the long run, have a 
very great influence on those who are respon- 
sible. It is the duty of the trustee to join with 
other groups, such as savings banks and insur- 
ance companies, to demand a reduction in the 
excessive spending of public funds. This com- 
bined force would be large enough to command 
a reasonable amount of consideration and, if 
successful, would of course have a direst result 
in the relief of taxes. Another means of fairer 
taxation would be to have a broader base for 
income taxes. One-half of the number of people 
filing income tax returns do not pay tax. The 
British collect 40% of the income taxes from 
incomes under $10,000.00. In 1934, we so col- 
lected but 6% of our income tax, although such 
class of persons returned 70°% of the income 
included in the returns. 
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Fiduciary representation 
in Northern New Jersey. 


The Plainfield Trust Company 
PLAINFIELD, NEW JERSEY 


Member Federal Reserve System 
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Another problem is the desire of many promi. 
nent and substantial citizens to leave the 
country because of the increased pressure of 
taxation. It is known that some nearby coun- 
tries with either no income taxes or death taxes, 
or which have very low rates of both are attract- ° 
ing some business, very desirable from a trust 
standpoint. Of course, the problem is not as 
great internationally as it is between the states. 
A state having as much wealth and potential 
financial strength as ours could certainly do 
something more to attract people of means to 
make it their native state. We have all the 
physical attractions, but there is always that 
sore subject of too much taxation. Just recently 
in one of the larger communities in this state a 
very wealthy man wanted to buy a home to use 
as a stopping point between New York and 
Florida. He was perfectly willing to pay the 
price asked for this property but when shown 
the fixed charges refused to consider the pur- 
chase. No tax reduction would be made on the 
property under any circumstances by the 
authorities. 

Even though taxes are increasing every day 
and legislation seemingly cannot be passed to 
make our own state a better one from the stand- 
point of taxation, there still remains one sure 
way of getting new business and this way is by 
giving the very best service possible for an 
institution to give. This will certainly bring the 
desired results—it always has. 


The Trust Department—As the Examiner Sees It 


From address by J. E. DENMARK 


Trust Examiner for Federal Reserve Bank of Atlanta 


HE examiner cannot obtain a proper 
perspective of the trust department with- 
out an understanding of the reasons why he 
is making an examination of that department, 


and, for that matter, of the bank as a whole. 

Fiduciary business being a function that is 
regulated by State statutes and/or court 
decisions the exercise of such powers by the 
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National banks must be in conformity with such 
laws and decisions. 

In the case of State member banks, I believe 
it is generally conceded that the Board of 
Governors of the Federal Reserve System has 
no authority to limit or restrict the activities 
of trust departments except through the im- 
position of conditions of membership. Such 
conditions may be in the form of express pro- 
hibitions, restrictions, limitations and direc- 
tions pertaining to the bank’s trust activity, 
or they may be in broader form and apply to 
the manner in which the bank conducts its 
business generally. The condition of the trust 
department may vitally affect the general 
condition of the bank. 


An Integral Part of the Bank 


In looking at the trust department the 
examiner does not in any sense of the word 
visualize it as a separate and distinct institution 
but sees it as an integral part of the bank. We 
see the trust department of the bank in the 
same light that we see the savings department, 
the investment department, the mortgage loan 
department. Supervision over the affairs of the 
bank necessarily implies supervision over the 
trust department, this notwithstanding the 
fact that many of the accounts in the trust 
departments are under the direct supervision 
of the courts of proper jurisdiction. A trust 
department that is being operated along unsafe 
and unsound lines will materially affect the 
solvency of the bank unless a remedy is applied 
which will correct the existing bad practices. 
In some institutions the volume of trust busi- 
ness is larger than the volume of commercial 
banking business while in others the volume 
may be relatively small. The necessity of 
maintaining high standards and adhering to 
sound policies exists regardless of the volume 
of business or the number of accounts handled. 


Examination Distinguished from Audit 


The work of the examiner should not be 
confused with that of an auditor. The auditor 
investigates the condition of the bank or trust 
department primarily to ascertain if its me- 
chanical operations are being properly per- 
formed, if the assets intrusted to its are properly 
accounted for, and if the officers and employees 
of the institution or department are properly 
discharging their duties and responsibilities to 
the directors and shareholders of the bank. 
The very term “audit” implies a detailed check 
or examination. The auditor has all the time 
he may need for investigating the affairs of the 
bank or department in thorough and complete 
detail. In those institutions that maintain an 
internal auditing control the work of the auditor 
may be in a sense continuous. On the other 
hand the work of the examiner, in so far as 


details are concerned, must be of a more re- 
stricted nature. 

As I view the work of the examiner it is of a 
fourfold nature, namely: First, to determine 
solvency; Second, to ascertain if the institution 
is being operated in accordance with statutory 
or regulatory requirements; Third, to inves- 
tigate as to the policies of the institution; and 
Fourth, to determine if all assets are accounted 
for and all liabilities reflected on the books and 
records of the institution. 


Scope of Examination 


In making an examination of the trust de- 
partment the work which may be termed of an 
auditing nature is confined to what is known as 
a balance sheet audit—a proof of the ledgers 
against the control accounts, both for cash and 
investments; a proof against the property or 
corpus control of each trust; verification of the 
bank account and a check of the trust vouchers 
issued since the last examination; a check for the 
securities held for the various trusts together 
with a verification of all trust assets pledged 
or held elsewhere; a check of the securities 
pledged by the bank to secure uninvested trust 
funds on deposit in the commercial department 
of the bank; and such other duties as may be 
incidental to a balance sheet audit. Other 
features of the examination will be broader in 
scope and will include, among other functions, 
the reading of trust instruments and indentures 
to determine if their essential conditions and 
requirements are being complied with. An 
analysis of investments is made for the purpose 
of determining if the fiduciary is giving proper 
regard to adequate diversification, is investing 
in accordance with the terms of the instruments, 
orders of court, or applicable statutes, is 
avoiding investing in the obligations of officers, 
directors and employees and/or their interests, 
and what is highly important, is steering clear 
of the pitfalls that may result from self-dealing. 
In this connection the minutes of the trust 
committee and other committees are read care- 
fully to ascertain if the actions of the officers 
with regard to the trust department are prop- 
erly approved. 

Using cards a trial balance is taken and a 
summary of important information with regard 
to each trust is recorded to be retained and used 
by the examiner as a permanent and continuing 
record. On the asset cards is made a transcript 
of all trust investments and this record is 
revised from one examination to another. With 
such a record in his possession the examiner 
can readily determine the disposition that has 
been made of trust assets between examinations 
and where the trial balance reflects unusual 
changes he is immediately placed on notice 
to make inquiry as to the reasons therefor. 

The examination will also include a check of 
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THE WILBUR HOME 


Established 1884 
Private home for the care of subnormal 
and incompetent persons 


Beautiful surroundings of 42 acres. Homelike atmosphere provides care, training 
and understanding companionship for such maladjusted personalities. 


RECOMMENDATIONS FROM 
Docrors AND Trust INsTITUTIONS 


Moderate Rates 


For information or booklet address 


Mrs. Helen Wilbur 


inventories, brokers’ bills, receipts for distribu- 
tions of assets to beneficiaries and legatees, a 
review of the accounts rendered to the courts, 
a check of income receipts and distributions, 
a review of the files for such information as 
written authorizations by co-fiduciaries of 
important matters handled, orders of court in 
those cases where the fiduciary must have court 
approval of its actions, and other matters of 
importance. 

The comments above with regard to scope of 
examination are applicable in the main to in- 
dividual trust accounts. Some of the trust 
departments handle corporate trusts and any 
investigation made by the examiner must 
include a check of these accounts. In this work 
I also make use of line cards and carry forward 
from one examination to another a brief sum- 
mary of the salient features of each bond issue. 
Here again the examiner must read the trust 
indentures, verify securities on hand as shown 
by the records of the department, prove the 
bank account and outstanding trust vouchers, 
and perform such other duties as may be neces- 
sary in order to satisfy himself that the trustee 
is properly discharging its corporate trust 
responsibility. 


Actual or Contingent Trust Liabilities 


The examination will always include an in- 
vestigation of any liabilities which may have 
been incurred by the institution because of 
breach of trust and the examiner should inquire 
carefully into all suits pending against the bank 
in its fiduciary capacity, whether such suits 
are of a surcharge nature or otherwise. Losses 
in the trust department may seriously impair 
the capital account of the bank and where 
contingent liability is incurred it is the duty 
of the examiner to see that the management 
makes adequate provision for such liability 
in the form of reserves. Determined losses 
should be taken care of promptly through the 
undivided profits account of the bank or by 
charge to contingent reserves carried for that 
purpose. 


Box 1259 


Kalamazoo, Mich. 


No fixed rule can be laid down as to what 
constitutes breach of trust on the part of a 
fiduciary. A trustee is surcharged at times by 
the courts when seemingly he has used the 
most diligent of efforts to carry out faithfully 
and accurately the terms of his trust. There 
are various ways in which a trustee may incur 
liability and for this reason it is essential that 
competent counsel be consulted whenever there 
exists any possible doubt as to the proper 
method of procedure. 

Without referring to any institution by name, 
I would like to cite a few illustrations of how 
losses or contingent liabilities have developed 
in trust departments: Bank A several years ago 
qualified as executor of an estate and in connec- 
tion with its duties paid out certain large sums 
for funeral expenses of the decedent and for 
various expenses incidental to the administra- 
tion of the estate. Later the beneficiaries 
brought suit against the bank alleging that it 
had improvidently and imprudently subjected 
the estate to excessive expenses and charges. 
The suit was settled sometime ago at a loss of 
around $9,000 to the bank. Bank B purchased 
as an investment for guardianship funds 
securities which were not legal for investment 
under the statutes of the State where the bank 
is located. The securities declined in value and 
it became necessary for the bank to take a loss 
of approximately $2,000 in making final settle- 
ment of its accounts. Bank C in its capacity as 
executor of an estate sold securities and made 
distribution of the proceeds in accordance with 
the terms of the will. At the time of my last 
examination of the trust department a suit was 
pending against the bank by the beneficiaries 
alleging that the executor had failed to exercise 
reasonable care and diligence in disposing of 
the securities and alleging that the prices 
realized were substantially below the amounts 
that should have been obtained if a proper 
investigation had been made by the executor. 
The petition attempts to surcharge the executor 
for approximately $90,000 on the ground that 
the estate sustained a loss of that amount as a 
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result of the alleged sacrifice sale of the securi- 
ties. Other instances might be cited of suits 
pending or losses sustained. Lawsuits against 
a fiduciary are always embarrassing and ex- 
pensive regardless of whether they are won or 
lost and every reasonable effort should be made 
to avoid them. 

In making investments the fiduciary should 
follow closely the terms of the instrument or 
order of appointment, and in the absence of 
direct instructions therein should adhere 
strictly to the legal list. When in doubt as to 
how to proceed, an order of court should be 
obtained. 

It has been suggested that a bank doing 
a fiduciary business should maintain a higher 
ratio of capital than that maintained by a bank- 
ing institution without this responsibility. The 
need for increased capital funds becomes 
apparent when losses develop in the trust de- 
partment of such magnitude as to impair the 
protection that should be afforded the bank’s 
depositors. 


Standards of Management 


The trust department of the bank is strong 
and safe only to the extent that its management 
is sound. A trust department under good 
management may be a prized asset whereas 
under weak management it may be a hazardous 
liability. 

In the conduct of a bank’s trust business the 
directors of the bank must share with the 
managing officials their proportionate share 
of the responsibility. The members of the trust 
committee, preferably directors of the bank, 
should be well fitted from the standpoint of 
training and experience to supervise the activity 
of the trust department and they should be 
willing to give unsparingly of their time and 
attention to their assignment. All matters of 
importance pertaining to the trust department 
should be passed on by the trust committee 
or by the board of directors of the bank. The 


trust committee should cooperate with the 
active officials of the department in the per- 
formance of their duties and should not lose 
sight of the fact that the responsibility for 
the successful operation of the department rests 
largely upon them. The members of the other 
committees of the department should also be 
carefully selected in keeping with their in- 
dividual qualifications. 

No criterion can be offered by which a com- 
petent and satisfactory trust officer or employee 
can be judged. It is sufficient to say that the 
very term “trust”? implies the necessity for a 
high standard of character and integrity on 
the part of those who are to perform fiduciary 
duties. 

I would offer the suggestion that your asso- 
ciation in particular and the corporate fidu- 
ciaries of the country in general should continue 
to sponsor and work for trust legislation of a 
modern and constructive nature. A great deal 
of our trust activity is being conducted under 
statutes that the forward progress of business 
has rendered antiquated and obsolete. We 
might go on apace for several more generations 
relying as we have heretofore on a little bit of 
statute law, some common law, and a lot of 
luck, but I believe you will do well to give this 
subject serious and deliberate thought. 

The trust department, to justify a continued 
existence, must be operated on a profitable 
basis. If it operates otherwise the shareholders 
of the bank who are making the contributions 
necessary for its upkeep may be expected to 
discontinue that phase of the bank’s activity. 
In sustaining the trust department on a money- 
making basis I do not offer as a universal 
panacea the forced reduction of salaries and 
operating expenses to a point that will permit, 
under all conditions, a return of profit. On the 
contrary, I believe that the men and women 
who constitute the personnel of the trust 
departments of the country are in the main 
underpaid, when we take into consideration the 
education and training required to fit them for 
their positions. The remedy, as I see it, lies 
in an increase in gross revenues of the depart- 
ment and this can be accomplished chiefly 
through a revision of the scale of fees and com- 
missions under which you are now operating. 
In this connection, I would like to stress the 
importance of a strict adherence to such scale 
of fees as may be determined by your association 
and by the various clearing house associations. 
If, in your quest for business, you agree to 
accept fiduciary responsibility at a charge below 
the established scale of fees, there results a 
loss of revenue to your department and the 
prestige of the corporate trustee in general 
suffers. Much can be accomplished toward 
increasing trust department revenues through 
a painstaking selection of your business, reject- 
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ing those accounts which have the earmarks of 
becoming undesirable, and taking those ac- 
counts which may be reasonably expected to 
prove profitable. 

No suggestion that I could offer would be 
more timely than that you accept the Statement 
of Principles of Trust Institutions as your guide 


and follow it closely in the conduct of your 
trust departments. 

Except for declining revenues, I am con- 
vinced that the fiduciary business of this state 
and of the Sixth Federal Reserve District is 
on a more substantial basis today than at any 
time in its history. 


The Value of Estate Planning as Seen by an Attorney 


From address by JOSEPH B. CUMMING, EsqQ. 


Cumming, Harper & Nixon, Augusta 


HE idea of estate planning is not a new 

one. Shakespeare reports, with doubtless 
more than a modicum of historicity, that Julius 
Caesar made testamentary disposition of his 
property which was a masterpiece of political 
strategy because of the planning of his estate. 
You will recall that under his will each Roman 
citizen was the object of his bounty in the 
amount of 75 drachmas, the equivalent of 
$13.50, and he left his rather extensive premises 
“on this side of the Tiber’ for a public play- 
ground. After he had been foully done to death 
“Great Caesar dead and turned to clay” was 


able by this neatly planned estate to thwart the 
plans of the conspirators, for when the will was 
read at his funeral, it caused the ‘“‘stones of 
Rome to rise and mutiny,” and an enraged 
Roman citizenry sought to avenge his death 
with a spirit that he could not have evoked when 
living. But planned estates as we think of them 
today generally are impressed with trusts. 
These, too, are of ancient lineage. In Matthew 
we read of the man who created three living 
trusts before traveling into a far country. 
He was apparently a man untroubled by the 
refinements of business ethics. He admitted 
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that he had reaped when he had not sown and 
gathered where he had not strawed, and he 
expected his trustees to do likewise and, he 
said, to get his money back with usury. Un- 
restricted by laws as to investments, two of the 
trustees made a very nice return and received 
from the creator of the trust that high en- 
comium, “Well done, thou good and faithful 
servant.” 

While Caesar had available to draw his will 
one of the finest legal minds of all times, that 
of Cicero, these two were not on very good 
terms, and it is doubtful if he or any attorney 
drafted Caesar’s will any more than one pre- 
pared trust instruments for the man in the 
parable. Today not only does a lawyer become 
helpful in preparing such instruments, but the 
trust officer is virtually the sine qua non in 
arranging the intricate scheme of a modern 
planned estate. 

While the trust officer and the lawyer each 
in a measure operate in separate spheres, 
especially in their relations with the creator 
of the estate, still each complements the labors 
of the other, and their territories are con- 
tiguous, and along the border line there is a 
common field across which they walk with 
that perfect accord and harmony which must 
be at once the admiration and envy of the rest 
of the business world. It arises from the fact 


that neither is looking out for himself, but 
both are mutually striving for their clients’ 
interests. 


Legal and Operating Problems 


It is down this happy vale of common under- 
taking that I propose to stroll and pluck at 
those thorny brambles along the way, which at 
times entangle the feet of both of us. 

The first vine over which we are apt to trip 
is that which grows from the desire on the part 
of the client to create a trust for a beneficiary 
who is sui juris. The law does not permit this. 
But it is frequently desired. A father is confident 
that his son will not have the business acumen 
to handle his own property until he is, say, 
twenty-five or thirty years old. That is a pre- 
sumption which I, on behalf of the son, maybe 
still unborn, always resent. I generally say, 
with a proper veneer of tact, “How would you 
have fared in business with such an inhibition? 
Give the lad a break—he may have good sense.” 
If the client remains unmoved, as he generally 
does, there must be devised some scheme 
which provides a remainder over to hold up the 
trust estate. The Trustee must be given some 
reason to hold on to it; for example, a provision 
that if the son should die before he reaches 
the age when his father wants him to have the 
money, leaving children surviving, then the 
Trustee shall continue to hold the corpus in 
trust for the children until they are twenty-one. 
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That is purely a legal question, but one which 
very frequently arises in the planning of an 
estate. 

Then there is the question of most vital 
concern to the Executor and the Trustee— 
that of commissions and compensation. Unless 
some special provision is made in the instru- 
ment itself, it is controlled by the law. In 
Georgia, the status of the law on this subject 
is most unsatisfactory. As is well known, at 
common law these fiduciaries received nothing 
for their services. Generally what they got was 
what they could steal. That is why in Dickens’ 
novels such opprobrium attached to the office. 

Therefore, being in derogation of common 
law, the statute law must be strictly construed. 
Under such rule of strict construction our 
Supreme Court has held, in the case of Walton 
v. Gairdner, 111 Ga. 343, that the delivery of 
stocks and bonds is not delivery of property 
in kind, for which compensation is allowable. 
This is very bad and some provision should be 
made in the instrument if the client will con- 
sent. That is a problem in itself, but I disavow 
it as a legal problem. It is one that Trust 
Officers have to solve. 

Another question is that of commissions on 
receipt of proceeds of sale for reinvestment. 
Commissions are allowed for money received 
on account of the estate. Are the proceeds of 
sales money so received? I don’t think so. Some 
eminent counsel disagree with me. But it is a 
point to be borne in mind, and if possible, 
clarified in the instrument. 


Distinction Between Executor and Trustee 


There is another question which, from the 
lawyer’s point of view, at times makes for con- 
fusion. It is the interchange of the terms 
“Executor” and “Trustee.” In the case of 
Williamson v. Wilkins, 14 Ga. 410, the Court 
said: 

“When an executor, who happens also to be named 
trustee of a legacy, . . . has fully administered the 
estate and assented to the legacy, and retains the legacy 
in his hands, not as assets of the testator, but as trustee 
of the legacy, he is then no longer clothed with the 
character of executor; but is, as to the legacy, a mere 
trustee.” 

In planning an estate, the lawyer hopes that 
there will be clearly kept separate the distinc- 
tion between a devise or bequest to a person 
for life, with certain remainders, which requires 
no Trustee to handle, and a legacy to a person 
to hold in trust for another’s life. Most fre- 
quently trouble arises where the conveyance 
is to a Trustee in trust for a certain beneficiary 
for life, with remainder to certain other persons. 
In the case of Fleming v. Hughes, 99 Ga. 
page 444, the Court considers this type of 
legacy and points out that the Trustee is a 
Trustee of the life estate only. The Trustee 
has no legal title to the fee of the property. The 
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practical result of this distinction is that in 
the event the Trustee should be given broad 
powers of sale and undertakes to exercise them, 
he should bear in mind that all that he has the 
right to sell is the life estate. Those who take 
the estate in remainder have a title thereto, 
and the purchaser gets a good title only by the 
conveyance being from the Trustee to the life 
estate and from the remaindermen to the 
remainder estate. In such a case as this, there 
must be great caution exercised to be sure that 
the remaindermen are vested remaindermen. 


Use of Discretionary Powers by Court and 
by Trustee 


One of the most delightful, but at the same 
time the most distressing, features of the law 
of wills, depending upon how one is affected by 
the action of the Court, is the power of the 
Courts to construe a will according to what 
they believe was the intent of the testator. 
That is a wide and strong net and has caught 
safely many an estate whose planning was too 
acrobatic for the legal trapeze from which it was 
trying to swing. It is said that while the Courts 
may construe a will, they cannot re-write the 
will. However, under the protecting aegis of 
- the testator’s intent, we at times witness the 
practical re-writing of the will. However, too 
much confidence should not be placed on that 
principle of construction. Our Georgia Supreme 
Court has said (Thompson v. Sanders, 118 Ga. 
928): 

“So absolute is the statute that it will operate upon 
all conveyances, attempting to set up such a trust” 
(for one sui juris) ‘‘although it be the plain intention of 
the settlor that the estate should vest and remain in the 
Trustee named; for the intention of the citizen cannot 
control express enactments of the Legislature or positive 
rules of property.” 

In that common territory in which the trust 
officer and the lawyer each perform similar 
duties, we find our greatest problem is to 
procure our client’s assent to a practical plan 
to carry out what is unquestionably a good idea, 
but is in a muddled condition in his own mind. 
He frequently stresses with considerable force 
his desire that his wife and children have no 
right to encroach on the corpus. He has seen, 
he says, too many tragic cases of widows and 
orphans, who, by unwise investment, loose 
living, or being within the baleful influence of 
an unscrupulous friend or second husband, 
waste whole fortunes, and families are reduced 
to penury. “‘But,’’ he says, “I don’t want them 
to suffer from want of sufficient funds in the 
case of an emergency.” “And, while I have 
every confidence in the present trust committee 
of my Trustee, their successors may be easily 
persuaded by my widow’s blandishments and 
charm to encroach too deeply into the corpus 
of the estate if I give them the power to do so 
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in the event of an emergency.” There are many 
ways in which such conflicting desires can be 
gratified. A description of what constitutes an 
emergency; the percentage of encroachment 
that may be permitted in any one year; the 
allocating of the encroachment to separate 
portions of the corpus; all present methods 
which, when combined, can generally work 
out a plan satisfactory to the client without 
placing too hard a task upon the Trustee. 

Then we have the familiar figure of the 
father, who has no confidence in his son not 
turning out to be a spendthrift. This fear is 
manifested with shocking frequency. He wishes 
his son to have certain income, but if his 
creditors proceed to deprive him of it, either by 
garnishment or by forcing the young libertine 
to make an assignment of his income, then 
this testator wishes to have the income cease. 
That, of course, can be arranged. But when the 
perseverance of the creditors abates, and he 
wants the income to flow again down the 
original channel, then he is asking for some- 
thing which has baffled my efforts to devise, 
with any confidence of it being upheld if 
attacked. 

It is on such problems as these that the 
lawyer and the trust officer can combine their 
most brilliant talents, and when they do, I 
feel that the ingenuity of man can accomplish 
no more. 

I believe that the missionary work which 
trust companies are doing today in inducing a 
wise and well-considered disposition of property 
is one most laudable in principle and effective 
in accomplishment. The natural impulse of 
every man is to provide for his loved ones and 
he wishes that provision to be of the most 
efficacious character. The infinite combinations 
by which a man can accomplish these noble 
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‘impulses make it necessary that there be a 
group of specialists trained in working out the 
various schemes. Trust officers have developed 
into such a group. While the amassing of wealth 
is the result of ability, work, and thrift, the 
wise disposition of that wealth results from an 
even nobler quality, unselfish labor for the 
benefit of others, and it is to accomplish this 
and to get the maximum benefit that lends a 
sanctity to the trust officers’ duties. While the 
lawyer sees the problems through professional 
eyes, the business of advising in the planning 
of estates is one of the most delightful phases 
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of a lawyer’s work. By his harmonious labors 
with the trust officer he lubricates the complex 
machinery of a planned estate with the oil of 
his professional training and knowledge of the 
law. The lawyer, with the trust officer, looks 
forward with a gratification that quite tran- 
scends any remuneration that he might receive, 
to the feeling of accomplishing something bene- 
ficial to many persons, and whether actually 
spoken or not, to know that he, with the wise 
trustee in the parable, receives the commenda- 
tion: “‘Well done, thou good and faithful 
servant!” 


Public Relations of Trust Institutions 


From address by C. E. NEWTON 
Vice-President and Trust Officer, First National Bank & Trust Company, Macon 


ORE mis-information has reached the 
ears of the public regarding banking 
and trust institutions than any other profession. 
Isn’t it because we, as trust men, have failed to 
step over on the other side of the fence and 
look at our own business as our customer and 
the public sees it. If we didn’t know about the 
efficient way in which estates are handled, the 
unnecessary costs that are saved and passed on 
for the benefit of a man’s family, wouldn’t we 
be afraid to put our estate or the management 
of our funds with a trust institution? 

We, as trust men, are not entirely blameless 
for the public criticism that has been heaped 
upon us. For many years, we have been telling 
the public how good our particular institution 
is, how friendly it is, how long we have been 
serving the community and how many accounts 
are on our books. By way of contrast, when an 
automobile salesman gets you by the nape of the 
neck to sell you a new car, he doesn’t tell you 
how long the local agency has been in business 
and how friendly the men are that work there. 
He tells you how many miles you can run on a 
gallon of gas, what easy riding comfort his car 
gives and shows you the beauty of the up- 
holstery and the color of the body. We do not 
have as many prospects as the automobile 
man, but we have to use the same fundamental 
principles of salesmanship. The public must 
understand the proper functions of the trust 
institution. Give them full information about 
the institution’s financial responsibility, its 
staff and equipment and the safeguards thrown 
around trust business. Inform them in detail 
as to just what routine your department goes 
through to handle matters of trust business. 

We are too prone to assume that the prospect 
knows as much about our business as we do. 
Trust companies have had a better service for 


a long while, but people have purchased it 
only when it has been brought to their atten- 
tion. How many people do you know who have 
purchased life insurance of their own accord? 
The development of trust business to its present 
state was accomplished only when trust solici- 
tation was added to advertising. The cardinal 
principle of trust administration is fidelity, 
and this principle must be interpreted by the 
public in terms of safety, capable management 
and personal service. 


Distinguishing Between Legal and Business 
Services 


Attorneys at law constitute a professional 
group that has a community of interests with 
trust institutions in the common end of service 
to the public. Many lawyers have felt that it 
was unfair for trust institutions to seek fiduciary 
appointments and have protested our right 
to advertise, which right is forbidden them by 
their own code of ethics. This might be so if we 
could render legal services and offered them to 
the public by way of advertisement. Lawyers 
should not fail to distinguish between law and 
business. Few busy lawyers want to be bur- 
dened with the details and responsibilities 
incident to the management of money and 
modern trusteeship. 


Common Interests With Life Underwriters 


The fact that a large number of individuals 
prefer the monthly settlement options of 
insurance companies is partly our own fault, 
because we did not realize that while the 
flexibility of the insurance trust was a great 
factor in the satisfactory use of insurance 
money, it was less important in the minds of 
our customers and the public than stability 
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and the guarantee of income and principal. 
The composite or group management fund for 
trust institutions, which has been studied 
by a committee from the American Bankers 
Association, would be a solution to this prob- 
lem. Through its use a method may be found 
to combine the flexibility of the insurance trust 
and the guarantee of income and principal. 
There is a distinct need for such a plan for small 
estates. In the analysis of the same estates, 
it is desirable for the life underwriter and the 
trust man to collaborate in order that each may 
bring to bear upon the analysis his special 
points of emphasis. Such an estate analysis 
usually leads to a general plan for a will and a 
mode or modes of insurance settlement. The 
controlling factor should always be what the 
insured desires to accomplish. As a principle 
of this co-operation trust institutions should 
not engage in the business of selling life insur- 
ance. 

Corporate fiduciaries have done a good job, 
are doing a good job and will continue to do 
a good job. We, ourselves, know that to be true, 
but we must convince the public of its truth. 
We must use every means within our power to 
do this, through advertising nationally and 
locally, through public utterances in the press, 
through group contacts of all sorts, and, finally, 
through the method that is most important of 
all, that of personal solicitation. Tell the public 
what you want to tell them! Then tell them 
what you have told them! 


California Trust Section 


W. Douglas Lux, vice-president of the 
Crocker First National Bank of San Fran- 
cisco, was elected chairman of the trust 
section of the California Bankers Associa- 
tion at the annual convention in Sacra- 
mento, May 23rd. Halcott B. Thomas, vice- 
president and trust officer of the Citizens 
National Trust & Savings Bank of Los 
Angeles, was named vice-chairman, and 
Philip M. Harwood, trust officer of the 
Bank of America N. T. & S. A., San Fran- 
cisco, was elected secretary. 

Harry Geballe, of California Pacific Title 
& Trust Co. at San Francisco, Bradley B. 
Brown, of American Trust Company, San 
Francisco, D. W. Holgate, of Pacific Na- 
tional Bank, San Francisco, and Norman 
R. Morison, of San Diego Trust & Savings 
Bank at San Diego, were added to the ex- 
ecutive committee of the section. 

In his annual report as chairman of the 
section, Frederick R. Behrends, vice-presi- 
dent and trust officer of the California 
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Trust Company at Los Angeles, stated that 
trust business in 1935 increased between 
50% to 100% over the 1934 low point, 
largely as a result of recovery in property 
values. 


New Jersey law relating to security of 
trust deposits has been made by bills signed 
this month by Gov. Hoffman, providing that 
assets pledged to secure deposits by trust 
companies and State banks of trust funds 
awaiting investment or distribution, depo- 
sited with themselves, may be reduced to 
the extent that such balances are insured 
by the F.D.I.C. 


Amendment was recently made to Sec. 58a 
of the Surrogate’s Court Act of New York, 
providing that personal service of a citation 
may be made outside the State without an 
order, in the same manner as within the 
State..., in lieu of publication. 
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From address by ERLE H. HENDERSON 
Vice-President and Trust Officer, City National Bank and Trust Company, Kansas City, Mo. 


Before Joint Convention of Missouri and Kansas Bankers Associations 


N view of the past years of depression, ac- 

companied by the destructive publicity given 
to banks and trust companies generally, it is 
my opinion that trust companies should again 
start from scratch and proceed to re-educate 
the public in the many advantages of trust 
service, as they have done in the past, never 
forgetting the lessons we have all learned dur- 
ing the last few years, and that there is a great 
necessity for the repeating of educational and 
informative campaigns, which so many of us 
conducted during the years from 1926 to 
late as 1932. 

The degree of success of the best laid plans 
for developing of new trust business, in my 
opinion, will depend largely on the cooperation 
from all directors, officers and employees in 
your institution. Therefore, I would suggest 
that before embarking on any campaign for 
new business, you see that your own institu- 
tion is thoroughly sold on the value and im- 
portance of the trust department; that all 
officers and employees are new business minded. 
This may be encouraged by group educational 
and experience talks, personal interviews, 
distribution of informative literature or by a 
house organ. 

You cannot expect the majority of your 
officers and employees to give first considera- 
tion to new trust business, as they have their 
own work to do and it is foremost in their 
minds, but you can sell them on the fact they 
are overlooking a most important duty they 
owe to their customers, whose confidence they 
hold, if they fail to explain the additional serv- 
ice the bank has to offer in its trust depart- 
ment. As a rule, people are interested in you 
and what you may suggest or have to sell, if 
you are really interested in them. Mere polite- 
ness or ill-concealed curiosity does no one any 
good, least of all the person who tries to sell 
the services of his company. 

Trust posters for display in the lobby of the 
bank or on the desk or counter have been found 
useful in giving the bank officers an entree to 
open a conversation regarding the customer’s 
estate. Cards on the desk stating the officer 
has made his will and named the bank executor 
and trustee have proved helpful. Getting bank 
officers to have their wills drawn and name the 
bank not only gives them actual experience of 
how the trust department can function but is 


really the basis on which new trust business is 
founded. 

Mailing or prospect lists should be carefully 
prepared. Of course, the most likely prospects 
are to be found among the customers of the 
various departments of the bank. You may 
add to this list names selected from the social 
register, officers of local industries, professional 
men, subscribers to local community fund, per- 
sonal property tax list, and income tax list if 
procurable. 

It is desirable also to have a preferred list 
of the names of prominent and wealthy women, 
including the wives of your most likely pros- 
pects. As it has been my experience that by 
not overlooking the ladies, with informative 
literature, it has been possible to overcome 
many of their prejudices and enlist their influ- 
ence in persuading their husbands to employ 
trust service. 

Trust advertising should avoid extravagant 
claims. It should set forth in a simple, human 
and businesslike manner, from the customer’s 
viewpoint, the benefits he may derive. Trust 
publicity should follow along similar lines. Wills 
filed for probate are always of interest as well 
as information regarding estate tax problems. 

There is quite a difference of opinion among 
trust companies and banks as to the respective 
merits of advertising media, such as newspaper 
display, and publicity, magazine, billboard, 
street car, radio, bank posters, desk blotters, 
folders, booklets, personal letters, etc. Local 
conditions differ, and common sense and good 
judgment must be exercised. Rather than rely 
entirely on the personal likes and dislikes of 
bank officers, it is desirable, when possible, to 
retain the services of specialists in bank and 
trust advertising who, because of their past 
experience and knowledge of local conditions, 
can outline an appropriate, coordinated cam- 
paign to fit your budget and get the most re- 
sults from the money available. It is the general 
opinion, however, that newspaper display and 
publicity, coordinated with direct mail and a 
personal follow up, will produce the best results. 

When you consider, in a city as large as Kan- 
sas City, Mo., the small percentage of pending 
estates administered by trust companies as 
disclosed by the probate dockets, it is conclusive 
that the public is either ignorant of the value 
of corporate service or there is some real or 
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imaginary reason why trust service is not more 
generally used. Unquestionably, in my mind, 
the public here is not trust minded. Doubtless, 
this is true as well in other towns and cities. 
Probate records do not disclose other types of 
trusts and other activities of the trust com- 
panies; I believe, however, we all agree that 
administration of estates at the moment is 
substantially the most remunerative. 

How many persons you meet know the dif- 
ference between an executor and an adminis- 
trator, or the value of a will? How many know 
the meaning of the word “Trust” as we use it? 
This reminds me of a story of a little widow 
who came to a Probate Judge one day and 
timidly asked: 

“Are you the Judge of the Reprobates?”’ 
and the Judge very kindly answered, ‘“‘Well, 

I am the Judge of the Probate” to which she 

replied, ‘Oh, I guess that is what I mean” 

and went on—‘‘My husband died detested 
and left seven little infidels and I would like 
to become their executioner.” 

It is true that educating the public is expen- 
sive by any method and the process slow, but 
if a fair proportion of this administration busi- 
ness is to be obtained, this expense must be 
incurred and the class of advertising which 
should be used will not only benefit the adver- 
tiser but all other trust companies. Because of 
this fact, cooperative advertising, no doubt, 
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would be the least costly and would benefit all 
proportionately. 

Stimulate the cooperation with life insurance 
underwriters. The trust company does not sell 
life insurance nor should any bank or trust 
officer or employee be permitted to profit from 
any part he may have in the placing of life in- 
surance. He must beware of divulging the con- 
fidences reposed in him by any insurance 
underwriter. One way to secure the friendship 
of the life underwriter is to demonstrate your 
ability and capacity for cooperation in creating 
insurance estates. 

The best interests of the public, as well as 
those of the legal profession and trust com- 
panies, are promoted by cooperation and mu- 
tual helpfulness. The trust company offers its 
facilities, its long administrative experience to 
the attorney, in a manner which enables him 
to serve his client with greater efficiency and 
satisfaction. The trust company looks to the 
lawyer for necessary legal service for the estate 
or trust during its administration. Although it 
is not permissible for trust companies to draw 
documents or give legal advice, we should dis- 
claim any desire to draw wills or other legal 
documents for customers, or attempt to give 
any legal advice. We should recommend to 
clients that they should have their wills and 
other legal documents prepared by their own 
attorneys. 
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We should take advantage of every oppor- 
tunity to bring to the attention of attorneys 
and the public, the superior qualifications of 
trust companies and banks to act as executor, 
trustee and in all other fiduciary capacities, 
and solicit the members of the Bar to that end, 
outlining our policy to retain counsel of the 
testator or donor, in all legal matters affecting 
the administration of the estate or trust. 

All these things necessary, in my opinion, 
to create new trust business, cannot be carried 
out successfully by the bank and trust officers 
using only their spare time. To obtain the best 
results, it is desirable that you have men tem- 
peramentally suited to the trust business, prop- 
erly trained in both the letter and spirit of your 
institution and with a working knowledge of 
the many phases of the trust business, to follow 
up through personal interviews, your most 
likely prospects. These men should be of an 
age, personal appearance and character to 
create confidence. They must avoid high pres- 
sure methods of selling, and must be imbued 
with the idea of rendering a genuine service 
to the public, irrespective of the prospect’s 
bank leanings. 

In your efforts to stimulate the development 
of new trust business by any or all of the 
methods I have attempted to outline, it be- 
comes more necessary for those who are re- 
sponsible for the acceptance of new business 
to keep in mind that satisfactory services can 
only be rendered so long as your departments 
are operated at a reasonable profit. Unfortun- 
ately, trust departments are sometimes re- 
quested to accept unprofitable business because 
of other collateral relations. You should always 
try to avoid accepting unprofitable business 
when possible, but when the business is once 
accepted, whether profitable or unprofitable, 
to see that it is efficiently handled. 

Do not overlook the business you already 
have, both actual and potential, as it is just 
as important to keep an old customer sold as 
it is to get new business. The trust company 
I was formerly associated with gave this 


problem considerable thought and study and 
it was finally decided to mail monthly, to each 
potential client and to a preferred list of actual 
clients, an informative estate and tax news 
letter. We found it most valuable in retaining 
the good will and interest of our customers. 
In fact, so much so that if any of them failed 
to receive their monthly copy, we immediately 
heard from them. 

After all, in theory, the offering of trust 
service is a business, and like other businesses, 
calculated to pay dividends to stockholders. 
In practice, it is more than that. It involves 
sacred personal confidences and it pays still 
greater dividends in social service to its bene- 
ficiaries. 


South Carolina Holds Trust Forum 


The Trust Division of the South Carolina 
Bankers Association holds two meetings a year, 
one during the annual Bankers Convention and 
its own annual meeting in October. At the 
annual meeting, of course, officers and the 
governing board are elected. At that time, 
plans are worked out for the legislative program 
which might come up and a general discussion 
of interesting facts in connection with Trust 
activities in our State are considered at a 
round-table discussion somewhat similar to 
open forum. 

At the meeting held in Aiken this year, we 
were very fortunate in having O. T. Jamerson, 
trust representative of the State Planters Bank 
& Trust Company of Richmond, Va., discuss 
the subject of investments. Mr. Jamerson’s 
discussion was entirely informal and most 
helpful. Of course, at this time this question 
is paramount in the minds of all trust officers 
and while no definite policy can be determined, 
the discussion of real estate mortgages and other 
legal securities claimed a major part of his 
remarks. 

A great deal of time was devoted to reports on 
legislation in the State of South Carolina, with 
particular reference to a bill which contemplates 
allowing Corporate Fiduciaries to execute their 
own bond when acting in such capacity instead 
of having to furnish Surety bond as is the pres- 
ent law. While it is difficult to give any definite 
information as to when such legislation may be 
passed, we are hopeful that at the next session 
this legislation will receive favorable comment 
and possibly be acceptable to the members of 
both houses and, therefore, passed. 

J. G. Barron, trust officer, Peoples National 
Bank of Rock Hill, was elected State vice- 
president of the Trust Division. 


Reported by J. H. McGee, assistant vice-president 
and trust officer, South Carolina National Bank, 
Charleston; president of Trust Division, South Carolina 
Bankers Association. 





TRUST COMPANIES 


545 


Pennsylvania Bankers Association Trust Company Section 
Excerpts from Committee Reports at Annual Convention, May 22, 1936 


The record of one hundred years of cor- 
porate fiduciary service in Pennsylvania af- 
fords undeniable assurance of the future of 
trust services on a scale of increasing use- 
fulness, Gwilyn A. Price, vice-president and 
trust officer of the Peoples-Pittsburgh Trust 
Company, asserted in his opening address 
as chairman of the Pennsylvania Trust 
Company Section. He commended the ob- 
jective and requirements of Federal Re- 
serve regulation F but called attention to 
certain features which deserve further con- 
sideration. Director’s audits, as required 
by Section 8, embrace a delusion, he stated, 
inasmuch as they comprise an expensive 
duplication of work already accomplished 
by the examinations by various govern- 
mental agencies, and the continuous audit 
of the institution’s own comptroller’s office. 
Section 10c, regarding collective investment 
of trust funds, operate, according to Mr. 
Price’s studies, as an undesirable restric- 
tion on mortgage pool investment, and he 
urged the formulation, by Pennsylvania in- 
stitutions, of a set of rules satisfactory to 
the Federal Reserve Board and the State 
legislature, to allow the advantages of this 
plan of investment to beneficiaries, under 
proper restrictions. Attention was also 
called to the certain effect of the proposed 
increase in the Pennsylvania personal prop- 
erty tax rate, if enacted, in driving trust and 
other funds into neighboring states, and 
proposed consideration of the Ohio classi- 
fication of property which levies taxes on 
income derived from funds held outside of 
the State, belonging to Pennsylvania resi- 
dents. 


Trust Supervisory Policies 


“Constant aggressions in the field of 
banking by federal authorities, have 
brought to the forefront the grave neces- 
sity of aggressively upholding states rights 
in banking, if the normal processes of bank- 
ing in America are to be preserved to us 
for the future,” declared Charles F. Zim- 
merman, president of First National Bank 
of Huntington, in his report as Secretary 
of the Pennsylvania Bankers Association 
before the forty-second annual convention. 

“A serious question in point has been 
projected by recent federal legislation un- 
der regulations authorized by the Bank- 
ing Act of 1935. Trust departments of na- 


tional banks in this state presumably may 
be no longer guided by the Pennsylvania 
Fiduciaries Act, but instead are expected 
to submit to certain methods prescribed in 
Regulation F issued by the Federal Reserve 
Board. I refer to the action by Federal 
authorities to upset the established method 
governing our investment of trust funds 
held by a national bank trust department 
under the jurisdiction of the County Court, 
in prohibiting participations in mortgages 
owned by the commercial department of the 
bank, and eligible for trust funds under 
our Pennsylvania Fiduciaries Act.” 

“Such needless ham-stringing of the 
natural functions and obligations of cor- 
porate trustees, persuades one that these 
steps at Washington should be promptly 
retraced for the good of all parties con- 
cerned. Neither any banker nor any other 
thoughtful person needs to be reminded 
that integrity cannot be legislated into the 
conduct of trust department management. 
It is vain to assume that such a prohibi- 
tion as the foregoing, governing the nor- 
mal and long established method of in- 
vesting trust funds by corporate trustees, 
can by any means whatsoever promote 
more honorable intent or wiser discretion 
on the part of the trust investment com- 
mittee of any bank. Laws of this type 
tend most of all to throw disparagement 
upon thousands of conscientious bank of- 
ficers, whose problem it is to keep in op- 
eration high-grade, correct trust practices 
day in and day out. It is fair to say that 
so far as Pennsylvania is concerned, this 
provision in Regulation F is devoid of all 
merit as a practical measure.” 

Many similar instances can be provided 
to establish the unwisdom of supervisory 
policies now in vogue out of Washington. 
The influence of the Pennsylvania Bankers 
Association should be felt in the direction 
of finding means for having supervision 
made a serviceable instrumentality rather 
than a basis for obstructing the normal and 
necessary activities of good banking. 


Carl W. Fenninger, vice-president and 
trust officer of the Provident Trust Com- 
pay, Philadelphia, was elected president of 
the Pennsylvania Bankers Association at 
the Association’s annual convention. 
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Legal Trust Investments 


Frank G. Sayre, in his report as chair- 
man of the Committee on Trust Invest- 
ments, commented on the modernization of 
Pennsylvania’s legal investment law to con- 
form with current economic conditions, and 
referred to the work of the sub-committee, 
composed of a group of security analysts in 
Philadelphia and Pittsburgh banks, which 
meets monthly to consider additions and re- 
movals to the legal list, with findings pub- 
lished regularly. 

“The value of this continuing work can- 
not be too strongly emphasized,” Mr. Sayre 
stated. “Not only are the securities already 
on the list carefully reviewed every month, 
but new media for investment are con- 
stantly being studied and analyzed.” 


Mortgage Pools 


G. Fred Berger, as chairman of the Com- 
mittee on Mortgage Pool Legislation, de- 
fended the basic soundness of the mortgage 
fund plan, “The committee,” he said, “feels 


very definitely that in spite of the fact that 
there have been some abuses of the mort- 
gage pool idea, mostly because there were 
no regulations of the power when it was 
originally granted, the idea itself is sound 
and provides an opportunity for trust de- 
partments to extend the maximum of in- 
vestment for small trust funds, thereby in- 
suring the maximum of income to bene- 
ficiaries. 

“The committee believes, however, that 
collective mortgage investments should be 
used only within certain definite limitations 
and it is proposing a group of these limita- 
tions which it believes will make practical 
the operation of such collective investment 
funds, while at the same time providing 
them with sufficient safeguards to eliminate 
the abuses which have resulted in the pres- 
ent feeling against the mortgage pool idea.” 

Proposals of the committee are to be of- 
fered for review. by the banking authorities, 
with indication that they will be placed in 
legislative form for proper consideration at 
the regular session of the Pennsylvania 
State Legislature in 1937. 
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Trust Costs and Charges 


The committee on trust costs and charges 
is at present devoting its efforts, first: to 
fostering a deeper consciousness of the cost 
side of the trust business, and second: to 
recommendations from time to time for re- 
vision in the schedule of items which need 
correction, according to the report presented 
by W. Elbridge Brown, chairman. 


The cost side of the trust business has 
been long neglected. The large institutions 
have their comptroller’s departments and 
have devised fairly satisfactory methods of 
cost accounting which at the present time 
are showing in most instances that the trust 
business is actually operated at a loss. 


Remarking that study of the cost of trust 
business shows a tremendous increase in 
costs in the last few years, the report cited 
the growing complexities of investment and 
tax problems and stated, “Free services 
rendered by many trust departments for 
customers of the department or of the com- 
mercial department in investment advice, 
tax advice, preparation of returns and even 
servicing of mortgages is a great burden 
and expense.” 


Tabulation of national bank trust depart- 
ments in cities of more than 50,000 popula- 
tion showing gross earnings per $1,000.00 
of individual trust assets of $4.28 in 1931 
and $2.40 in 1934, were compared with in- 
vestment trust estimates that it costs $5.80 
to $10.00 per $1,000.00; savings bank es- 
timates of $4.00; and insurance company es- 
timates of $2.75 to $9.00 for investment costs 
only. The committee is preparing a sug- 
gested form of cost schedule capable of be- 
ing applied to figures of institutions which 
do not now have cost figures for the trust 
department for use in compiling statistics. 


Revision will be suggested only from time 
to time based on knowledge of costs and on 





more modern methods of computing charges, 
according to the report, and a new princi- 
ple is being studied by the committee: 
“Where stocks, bonds or real estate which 
do not produce income on which the trustee 
can charge a commission are held in agency 
accounts, a flat charge is made. This is a 
new method and worthy of much considera- 
tion. There are developing many new 
thoughts on methods of charging and rate 
of commissions, especially on those trusts 
where the fees are not fixed by law or con- 
trolled by the court but are subject to 
agreement among the parties. Some trust 
men are advocating a fee charge based on 
percentage of principal rather than on in- 
come. Others are advocating that the fee 
charged annually or periodically on continu- 
ing trusts be charged partly to income and 
partly to principal on the theory that the 
trustee is rendering service during the en- 
tire life of the trust, both to the income 
beneficiary and to the remainderman.” 


Cooperation With the Bar 


Carl W. Fenninger, in his report as 
chairman of the Committee on Cooperation 
with the Bar, stated that, “during the past 
year there have been no complaints lodged 
with us or with the Committee of Six,” and 
that they had assisted in conducting classes 
in two of the law schools on some of the 
practical problems involved in the drafting 
of wills and trust instruments. 


W. Elbridge Brown, vice president of the 
Clearfield Trust Company, Clearfield, was 
elected State vice president of the Trust 
Division, A.B.A., at the annual Pennsyl- - 
vania Bankers Assn. convention. 
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N approaching the subject, I do so with 

something of a knowledge born of ex- 
perience “on both sides of the fence.” I 
have been among the legion of those who 
have walked to work of a morning, with 
head high and whistling a merry tune; at 
odds with no one, and at peace with the 
world; only to enter the bank and find the 
teller’s cages occupied by strangers, and 
others equally strange running around 
pasting stickers on everything in sight but 
the inkwells. I have spent restless nights 
and anxious days, wondering, as you your- 
selves no doubt have often wondered, just 
what the report of examination would re- 
veal; knowing full well in my heart and 
conscience that nothing could be found that 
was intentionally wrong, but apprehensive, 
nevertheless, for never have I seen a report 
of examination that admitted of a perfect 
institution. Like the farmer, when he saw 
a giraffe for the first time at a circus, I 
have long since become convinced, that, at 
least through the eyes of an examiner— 
“there ain’t no such animal.” 

It is now my duty to look at these ex- 
aminations from the other side of the fence; 
through the eyes of a supervising authority, 
and every day I can see more clearly the 
practical necessity for it all; a need arising, 
not from mistrust either of the integrity or 
ability of the individual banker, or his board 
of directors, but from the responsibility 
which devolves upon the State or Federal 
authority to see to it, as a matter of public 
trust, that the financial institutions under 
their respective supervision are conducted 
in a safe and conservative manner. 

“But,” you may ask, and well within your 
right; “Granted that some sort of super- 
vision is necessary; are we not entitled to 
demand that it be skilled and experienced, 
and free from any subversive influence? And 
must we continue to be subject to joint, 
multiple and several examinations, ques- 
tionnaires and regulations, when the sup- 
posed objective, whatever the supervising 
agency or yardstick, is one and the same; 
namely—a safe institution?” 

No one with even a limited knowledge of 
its history will deny that the development 


of banking in this country has been hap- 
hazard, and one of alternating cycles of 
competitive trial and error; not so much of 
competition between individual institutions, 
as between systems and different schools of 
thought. * * * 

We see a progressive development born 
of competitive necessity, rather than through 
foresighted planning, with the result, that 
even today, after the tragic lesson of the 
immediate past, we find a system, or rather 
systems of supervision and regulation in- 
dividual to each of the states and the various 
agencies of the Federal Government, and de- 
void of much real semblance of uniformity, 
even though the objective of each is pre- 
sumably the same; namely, a sound banking 
structure. 

Granted, and let us hope that we may con- 
tinue to have competitive banking in this 
country. Competition in itself is no reason for 
the elimination of either one system or the 
other. There is room for healthy and reason- 
able competition under proper regulation and 
with unselfish cooperation. Every panic, 
every depression through which this country 
has passed, has brought some corrections, 
with the result that our banking structure 
today is better integrated and more efficient 
—even if less profitable—than ever before. 

Competition in itself, when clean and 
wholesome, lends zest and stability to prog- 
ress, but when tinged with politics—whether 
local or national—or flavored with the lust 
for power or control on the part of either 
individual or government, it is dangerous! 
Thus it has been, and may again become, un- 
less you, the bankers of today, and those 
who follow in your stead, lend the best of 
your efforts toward the end of forever re- 
moving this basic business of trust and de- 
pendence from either influence. 

How best to do this is easier of suggestion 
than accomplishment. The first step may well 
be taken within the states themselves, by 
means of a definite demand on the part of 
bankers everywhere through their accredited 
organizations, first; that the department re- 
sponsible for the supervision of their banks 
be completely divorced from political influ- 
ence, and second, that their supervisory au- 
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thority and examining staff be selected 
strictly on an experience and merit basis, 
and paid commensurately with their ability. 

Figures compiled by the State Bank Divi- 
sion of the American Bankers Association in 
1934 reveal, that in only one state in the 
Union is the banking commissioner selected 
by civil service examination. In 41 of the 47 
states covered by this very able survey, the 
supervisor is still appointed by the Governor, 
with or without the advice, consent or ap- 
proval of one of the state legislative bodies, 
and generally, without any specified qualifi- 
cation either as to experience or ability along 
the line of the institutions, the safety of 
which is dependent, to a greater degree than 
you may imagine, on his direction. One state 
alone requires that the supervising officer be 
recommended by the state bankers associa- 
tion; seventeen require only the equivalent 
of five years of banking or accounting ex- 
perience; while fifteen states specify no 
qualifications whatever for their supervisors 
of banking. 

Further than this, the term of office of the 
average commissioner or superintendent of 
banks is much too short to enable him either 
to properly equip himself for the duties of 
his office, even if experienced, or to accom- 
plish even to a fair degree his responsibility 
for supervision. 

I was struck by the force of this fact while 
attending the State Supervisors Convention 
last November in Atlanta. The roll call re- 
vealed a turnover of more than 30 per cent 
since the previous convention. With an ap- 
proximately equal percentage attending for 
the first time, and a like number among the 
absent by reason of the expiration of their 
terms of office, there was left a meager one- 
third of those with experience to carry on the 
important work of the association. All of 
which leads me to suggest that the term of 
this important office be for a minimum of 
five and preferably seven years, and that 
there be demanded definite qualifications of 
experience and ability, to be compensated 
for by a salary which, aside from any ques- 
tion of prestige or honor attached to the ap- 
pointment should be ample to make it attrac- 
tive to an executive of the highest calibre. 

Further than this, the duties and respon- 
sibility devolving upon a bank supervisor 
under present conditions are such that he 
should not be called upon or expected to have 
an experience sufficiently broad to supervise 
every other type of financial institution un- 
der state control. Pennsylvania has partially 
solved this problem by separating the de- 
partments of banking and insurance. In many 
other states, the Commissioner or Superin- 
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tendent is responsible for the supervision of 
not only state-chartered banks, trust com- 
panies and savings institutions, but as well, 
municipalities and corporations; insurance 
companies chartered or licensed to do busi- 
ness within the State, building and loan asso- 
ciations, personal loan agencies, credit 
unions, mutual benefit societies, pawnbrokers, 
title and mortgage guaranty companies, and 
even, cemetery associations! Aside from any 
possible conflict of interest as between these 
various classes of sometimes competitive in- 
stitutions there is a diversity which should 
have the benefit of individual and specialized 
attention. 

In like manner, deputies and examiners, 
upon whose shoulders in the final analysis, 
rests actual examination of the banks and 
recommendation for the correction of un- 
sound practices, should be selected only on 
the basis of their experience, and compen- 
sated on a strictly merit basis according to 
their ability. I find that in only six states are 
the examining forces selected from civil serv- 
ice ranks after competitive examination, 
while in 31 of the states, the supervisors have 
full power within themselves to select their 
own examiners. The significance and conse- 
quences of this latter privilege may well be 
reckoned in these states where the appoint- 
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ment of supervisor is made in return for 
party service, and changes with the adminis- 
tration in power. 

Bank supervisors might generally, and 
with propriety be given wider latitude in 
the granting or rejection of charters; the 
authority to order discontinued unsound 
practices when revealed by examination, 
and even the right, after proper hearing, 
to direct changes in management and to 
remove officers when their conduct is found 
detrimental to the safety and welfare of 
an institution. These broader powers are 
of course predicated on the recommenda- 
tions previously made looking toward great- 
er stability and wider experience in bank 
supervision. 

Generally speaking, the supervision of 
national banks, by reason of longer and 
wider experience, has been made more uni- 
form than evident in many of the states. 
The disadvantage, if any, would rest in the 
practical difficulty of attempting to enforce 
standards of regulations and conduct for 
all national banks throughout the country, 
without due regard to local or sectional dif- 
ferences in conditions and development. 
Supervisors and examiners, on the other 
hand, for the most part are “Career” men, 
and derive their experience from the exam- 
ination of institutions over wider areas 
than sometimes possible within the confines 
of a single state. * * * 

But what seems of more immediate con- 
cern to bankers generally, is, how much 
supervision and regulation is really nec- 
essary to assure the public of a sound bank- 
ing structure? 

I need not suggest to particularly those 
of the state system linked with other gov- 
ernmental agencies, of the possibility, that 
in order to assure safe banking, we may 
have gone somewhat to the other extreme! 
And that inevitably we must return to a 
recognition of the fact that the safety of 
an institution after all depends more on the 
character and ability of its management 
than its does upon a half dozen or more 
supervising agencies; each of which exam- 
ines and regulates according to its own pre- 
conceived standards. * * * 

But what do we find today? Superim- 
posed upon these basic agencies, and the 
requirements for membership in the Fed- 
eral Reserve System; we have the Federal 
Deposit Insurance Corporation; in numer- 
ous institutions, the Reconstruction Finance 
Corporation, and most recently, the Securi- 
ties Exchange Commission which seeks, 
with sweeping powers, to regulate all deal- 
ings in securities; no matter how far re- 
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moved from actual trading or sale. Add to 
this, the usual requirements in most states 
for periodic examination by directors, occa- 
sional independent outside audits and reg- 
ulations promulgated by advisory boards or 
commissions, and you have a situation as 
confusing as it is unnecessary. 

Let us assume that all of this regulation 
is needed to satisfy the requirements of 
each supervising agency. Is there any logi- 
cal reason why it should not be made uni- 
form, inasmuch as the objective sought to 
be accomplished is the same; namely, a safe 
institution? 

Much has been done to overcome the un- 
soundness of previous practices. Strong 
banks have survived and continued to serve 
well their respective communities; while 
the weak have largely been eliminated. 

But there are still, in many sections of 
the country, too many banks, and the weed- 
ing-out process must inevitably continue. 
Sound mergers; consolidations, and even 
the sensible extension of branch banking, 
may help in the solution of this problem, 
which looms next most important in the 
program of reconstruction. 

I firmly believe and have faith in the 
American system of dual banking, under 
which this country has grown and pros- 
pered; a faith which has not been shaken 
even by the disastrous consequences of the 
recent past. 

At the same time, I am not unmindful of 
the dangers inherent to any system which 
will in effect permit of forty-eight, or 
rather, including the National, forty-nine 
different banking systems; each with its 
own laws, supervision and control. 

I accordingly believe, that with all its 
virtues, if our dual banking system is to 
survive, there must sooner or later be 
brought about a greater degree of uni- 
formity and efficiency; not only in the laws 
of the several states, but in their standards 
of supervision and practice. Add to this, a 
coordination of the requirements and ob- 
jectives of the various Federal agencies, 
and you will find much of the uncertainty 
and confusion of the present situation 
eliminated, and the American system of 
banking well on its way to stability. 

In aiming toward this objective, the re- 
sponsibility in a large measure rests upon 
your shoulders. Individually, you must look 
beyond your own vault doors; and as an 
association, both within and beyond the 
borders of your own state; view the bank- 
ing structure of the country as a whole, 
and lend the best of your effort toward its 
accomplishment. 





New Jersey Bankers Association 
Report of Committee on Trust Matters 


During the past year this Committee has 
considered and acted upon many matters af- 
fecting the corporate fiduciaries of our 
State. As usual, it was responsible for the 
annual Trust Conference which occupied the 
first day of the Seventh Mid-Year Trust and 
Banking Conference held at Paterson on 
November 2ist and 22nd, 1935. The success 
of the Conference is attested to by the at- 
tendance which exceeded that of any previ- 
ous mid-year meeting. There were more 
than two hundred at each session. * * * 

Last October your Committee met with 
the New Jersey Lawyers and Bankers Con- 
ference Committee to discuss a proposed 
bill dealing with the unauthorized practice 
of law. The conference committee prepared 
a bill but it failed to receive the approval of 
the executive committee of this Association 
and of the New Jersey State Bar Associa- 
tioi so was not introduced in the legisla- 
ture. Subsequently a bill somewhat similar 
to those presented in past years was intro- 
duced by the lawyers. This has been opposed 
by your Association and up to the time this 
report was written it has been held in com- 
mittee. 

Last October the Committee on Trust 
Matters submitted to the executive commit- 
tee a proposed amendment to the Orphans’ 
Court Act which would increase the fees 
that the courts might allow to executors, 
administrators, guardians and _ trustees. 
Though approved by the executive commit- 
tee, the amendment was later changed in 
order to secure the support of the State Bar 
Association. At this writing it has not been 
reported out of the Senate Judiciary Com- 
mittee. As presented to the legislature, it 
provides for four per centum of the first 
twenty thousand dollars and three per 
centum of the excess over twenty thousand 
and not exceeding fifty thousand. We feel 
that the maximum compensation now al- 
lowed on small estates is not in the majority 
of cases sufficient to compensate the fidu- 
ciary for the labor and responsibility in- 
volved and that the fees, which have not 
been changed since 1898, should be increased 
to keep pace with the added complexities of 
administration. 

To satisfy the many requests for a Sched- 
ule of Trust Service Charges, your Commit- 
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tee prepared such a schedule. A special 
bulletin was recently mailed to all members. 
The charges suggested are intended to be 
minimum fees and all fiduciaries are urged 
to base their charges on the cost of service 
rendered whenever it is possible to do so. 
Trust service, if it is to be satisfactory, must 
be profitable. 

In 1931, Mr. McDouall, then chairman of 
this Committee, recommended that fiduciary 
associations or discussion groups be formed 
in connection with the county associations. 
Efforts to bring this about have been con- 
tinued each year without marked success. 
This Committee has again endeavored to 
stimulate interest among the county asso- 
ciations in meetings of active trust officials, 
either in small groups or in larger gather- 
ings. The attendance at our Mid-Winter 
Trust conferences has shown that our mem- 
bers are eager to discuss their mutual prob- 
lems. The interest displayed at the Confer- 
ence should be sustained throughout the 
year and we recommend that the new com- 
mittee renew the efforts along these lines. 

During the year your chairman has ad- 
dressed to our State Senators and As- 
semblymen many letters commenting upon 
proposed legislation, especially if the legis- 
lation appeared to be detrimental to the 
interests of the corporate fiduciary. * * * 

H. Douglas Davis, Chairman. 


Report of New Jersey Lawyers 
and Bankers Conference 
Committee 


It is a tribute to the corporate fiduciaries 
of New Jersey that during the past year 
not a single complaint was filed with this 
Committee which was formed in 1933 in ac- 
cordance with the Statement of Principles 
Applicable to Corporate Fiduciaries and 
Members of the Bar. This is the best evi- 
dence that our members are abiding by the 
Statement of Principles and that those who 
formulated the Principles performed a 
splendid service. * * * 

At the annual meeting in June, it was 
recommended that the Chairman call a con- 
ference in the early Fall to consider the 
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drafting of an act dealing with the un- 
authorized practice of law which might be 
acceptable to the lawyers and to the New 
Jersey Bankers Association. Realizing that 
some Bill providing for the prosecution. of 
those who practiced law without a license 
would again be introduced in the Legisla- 
ture, we hoped to reach some solution in 
advance. Following this meeting a sub-com- 
mittee * * * representing the State Bar As- 
sociation, * * * the Conference of County 
Bar Associations and * * * the New Jersey 
Bankers Association met with Mr. Ander- 
son, counsel for the New Jersey Bankers 
Association, Mr. Ford, secretary of this 
committee, and the chairman. After several 
meetings a proposed bill and a proposed 
amendment to the Statement of Principles 
were prepared and approved by the full 
Conference Committee. Unfortunately, while 
approved by the Conference of County Bar 
Associations, the plan was not approved by 
the New Jersey State Bar Association and 
the New Jersey Bankers Association and 
consequently never reached the Legislature. 
I do not feel, however, that our efforts were 
all in vain. * * * 


Tennessee Fiduciary Meeting 
On May 19th, in conjunction with the 


combined Tennessee-Mississippi Bankers 
Associations’ annual convention, the Fidu- 
ciary Section of the Tennessee Bankers As- 
sociation held its annual meeting, at which 
representatives from most sections of the 
State were present, and at which the prin- 
cipal address was made by E. J. Walsh, 
vice-president and trust officer of the Third 
National Bank of Nashville, on the subject 
“Suggested Remedial Legislation of Inter- 
est to Corporate Fiduciaries.” In a most in- 


teresting address he recommended a reduc- 
tion in the capital requirements for banks 
in Tennessee to engage in corporate fidu- 
ciary work, a clarification of the law of 
administration of estates, particularly with 
regard to shortening the period of admin- 
istration, providing for some definite pro- 
cedure for the filing of claims against 
estates so that the personal representative 
would be protected in disbursing, as against 
creditors who had not filed, the clarification 
of certain features of our laws regulating 
investment of trust funds, and a law 
modeled after the California Statute, au- 
thorizing fiduciaries to retain investments 
received from the trustor or testator. 

Following his address, an informal round 
table discussion was engaged in, along lines 
suggested in his address and on other 
matters of interest to Tennessee corporate 
fiduciaries, and it turned out to be a most 
interesting and helpful discussion. We feel 
now that the organization is on a sound 
basis, and are confident that in the coming 
years it will prove of great benefit. 

Following the discussion, a resolution 
was offered extending the hearty thanks of 
the Division to Grady Huddleston, Secre- 
tary of the Tennessee Bankers Association, 
for his fine cooperation in arranging the 
meeting and stirring up interest among the 
trust men over the State, and the same 
officers were elected for the ensuing year, 
the undersigned as President, Sylvane 
Freed, President of the Bank of Trenton 
and Trust Company, as Vice-President, and 
Grady Huddleston as Secretary. 

In fostering the organization of the 
Division, we have tried particularly to 
make it as practical as possible. 

Reported by Troy Beatty, Jr., vice-president and 

trust officer, First National Bank of Memphis; 


and president of the Fiduciary Section, Tennessee 
Bankers Assn. 





The Bar and the Corporate Fiduciary 
Estate Planning and Taxation 


LESLIE G. McDOUALL 


President, New Jersey Bankers Association and Vice-President and Trust Officer, 
Fidelity Union Trust Company, Newark, N. J. 


From Address before New Jersey State Bar Association Golden Jubilee Celebration. 


RUST men and lawyers both serve 

the public. Working together, each 
can give the public his best. Actuated by 
a spirit of harmony, together they can 
dispose of any conflicts of interest in 
terms of the welfare of the public. In fact, 
the realization of the leaders of both 
groups as to how deeply the public inter- 
est is involved in their common problems 
is, I believe, a large factor in the prog- 
ress being made in the solution of these 
problems. 

Near the end of 1932 a committee of 
lawyers and trust executives met to dis- 
cuss the situation existing in New Jersey 
between members of the bar and the 
corporate fiduciary. There was need for 
united thought and action. This group 
had before it at that time the “Statement 
of Principles of Trust Institutions” and 
also the results of like efforts successful- 
ly completed in other sections of the 
United States. All of this served as a 
guide in the unmentionable amount of 
thorough study, observation and delibera- 
tion that brought into being, in New Jer- 
sey, on June 3, 1933, a “Statement of 
Principles Applicable to Corporate Fidu- 
ciaries and Members of the Bar.” 

A copy of this “Statement” has been 
sent to every lawyer in New Jersey. It 
has been as a beacon light in the new 
presentation and solution of a problem 
that threatened much. The analysis made 
then, the decision reached, should be a 
guide to future analyses in situations 
that have not yet arisen. Many of the 
matters covered therein have been used 
as a model and adopted in other parts of 
the United States. Those of us who were 
privileged to undertake this great and 
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important work did so with but one de- 
sire in mind, to give a new and broader 
meaning of the word “cooperation” as it 
applies to the activities of the bar and 
the corporate fiduciary. 

Since the adoption of the “Statement” 
no complaint has been filed against either - 
a member of the bar or a corporate fidu- 
ciary. Clearly this proves that a real ef- 
fort has been made to observe the agree- 
ment in every particular. 

We have in no way been handicapped, 
in fact, our relationship with the bar is 
today on a high professional plane, as it 
should be. The Fidelity Union Trust Com- 
pany is today administering estates and 
trusts valued at many millions of dollars 
and are represented by 184 individual 
members of the bar and law firms, as 
proctor and counsel. I am impressed with 
that fact—it seems to me proof that the 
members of the bar frequently, when re- 
quested, recommend a corporate fiduciary 
to serve as executor and trustee. True 
cooperation in the interest of those they 
are attempting to serve! 

Now and then some one inquires, “How 
long can our ‘Statement of Principles’ 
endure?” It will endure as long as intel- 
ligent, progressive and constructive sen- 
timent shall prevail among the two 
groups which we represent. When that 
sentiment fails, the “Statement” with all 
its merits will become as worthless as a 
scrap of paper. 


Considerations in Reviewing Wills 


An active trust executive becomes a 
clearing house of ideas in all matters af- 
fecting the conservation and distribution 
of wealth. Hardly a week goes by that I 
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am not asked by members of your profes- 
sion to review wills and trust agreements 
prepared by them wherein my company is 
being named in a fiduciary capacity. Why 
is this? I believe the purpose of it is to 
obtain the benefit of group experience 
and judgment, so that the client may 
profit thereby. 

First, let me speak of a situation which 
I find more frequently perhaps than any 
other. Assume that I am now reviewing 
a will prepared by counsel in which my 
company is being named as one of the 
executors and trustees. After the usual 
provisions for the payment of debts and 
also for specific gifts and legacies, the 
will directs the following: 


“All the rest, residue and remainder of my 
estate I direct be held in trust, to invest 
and re-invest and collect the income there- 
from and pay over and dispose of the in- 
come as follows: 

One-half thereof to my beloved wife 
One-quarter thereof to my beloved son.... 
One-quarter thereof to my beloved daugh- 


Next follow the usual provisions, that 
upon the death of the wife the income is 
to be paid in equal shares to the son and 
the daughter. It is also provided that the 
principal, on the death of the wife, is to 
be paid over and distributed, share and 
share alike, to each of the children upon 
their obtaining thirty years of age and, 
should they die before attaining that age, 
to pay over the share of the one so dying 
to his or her issue, etc. 

I believe that such directions in a will 
meet every legal test that any fair- 
minded person could apply, but I stop to 
ask the question,—“Is it always a prac- 
tical provision?” I think not, for several 
reasons. My experience in trust work 
clearly indicates to me that an absolute 
direction to pay income to a wife or child 
is unwise because of the possibility of 
the beneficiary becoming incapacitated. 
Under a provision such as I have out- 
lined, it would be necessary to apply to 
the court to have a guardian appointed 
to receive the income of the incapacitated 
beneficiary. Many men with whom I have 
discussed this matter have told me that 
they would not want some relative of 
their wife to handle her finances and 


TRUST COMPANIES 


have wondered how it could be arranged 
so that the appointment of a guardian 
would not be necessary. I believe it could 
be avoided if the will provided for and 
directed the trustees as follows: 


“To pay to or expend for and on behalf 
of my beloved wife one-half of the in- 
come for and during the term of her 
natural life.” 


I have known of many cases where such 
a direction would have been most helpful 
and saved a great deal, not only of ex- 
pense, but embarrassment and family 
difficulties. 


Tax Problems to be Considered 


In view of the tax problems which we 
have to face today, one may well question 
whether or not the direction, “To hold 
the entire rest, residue and remainder in 
trust” is advantageous. Generally speak- 
ing, I believe it would be advisable, in a 
case such as we have discussed, to pro- 
vide separate trusts for the wife, the 
son, and the daughter. In so doing you 
would gain certain tax economies that 
would not be available in any other man- 
ner. Let us assume that the sale of cer- 
tain assets in the trust resulted in a 
profit. If there were but one trust, the 
income tax on the profit would be far 
greater than if the profit had been spread 
over three trusts with three separate tax 
exemptions instead of one. The net result 
would be to reduce the income tax prob- 
lem to a minimum. Great care must be 
exercised in the drafting of instruments 
creating several trusts. The Treasury De- 
partment invariably claims that there is 
only one trust and many cases are now 
in litigation because the instrument has 
not been entirely clear. The practical and 
business experience of the corporate 
fiduciary can be of great value to the law- 
yer and his client in the field of taxation. 

Recent decisions of the United States 
Supreme Court emphasize, more than 
ever before, the importance of the word- 
ing of trust instruments. In Klein v U. S., 
a grant of a life estate to “A” with the 
reservation of the fee in the grantor, and 
the grant of the fee to “A” should he 
survive the grantor, is taxable as part of 
the latter’s gross estate. In Helvering v 





TRUST COMPANIES 


St. Louis Union Trust Company, a trans- 
fer in trust for the benefit of “A” and 
her children or descendents, but in the 
event of the death of “A” during the 
life of the settlor the property to revert 
to him, is not taxable as part of the 
settlor’s estate. The settlor’s reverter in 
the corpus was contingent on “A” prede- 
ceasing him and was distinguished from 
the Klein case where the fee reserved 
to the grantor was vested in him subject 
to being divested on the contingency of 
his death before the grantor. The distinc- 
tion drawn by the majority opinion in the 
St. Louis Union Trust Company case was 
criticized in a dissent, as making taxation 
turn upon the particular conveyancer’s 
device which had been used, and insist- 
ance upon form rather than substance. 
Likewise affecting the estate tax which 
may be due on an estate is the fixed policy 
of the Department of Internal Revenue 
to disallow as deduction in computing the 
net estate subject to Federal Estate Tax 
any and all claims for unpaid pledges 
made by the decedent in his or her life- 
time to or for religious and charitable 
purposes. Frequently the amount of addi- 
tional tax assessed would not justify legal 
action to support what many believe to be 
the rights of the taxpayer. It seems to 
me that until our courts have passed 
favorably on this question a will could 
profitably include a paragraph which 
would provide a legacy to religious and 
charitable organizations in such amount 
as may remain unpaid on any pledges 
which may have been made during the 
decedent’s lifetime. With the Statutes 
and Regulations now in effect, such a 
legacy to a charitable organization, I be- 
lieve, would be a proper deduction in com- 
puting the net estate subject to tax. 
Consider if you will the savings to be 
made in income tax matters in connection 
with an estate during the period of ad- 
ministration. Should an executor, during 
the period of administration, pay the in- 
come out during the calendar year or 
should he consider with the keneficiary 
and ascertain whether it would be to his 
or her advantage to have a partial pay- 
ment of income during the calendar year 
and the balance in the succeeding year? 
In certain instances it may be advisable 
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that no payment of income be made in 


the year in which the income was re- 
ceived. The action to be taken will depend 
on the facts in the case. Another proof 
of the care and knowledge necessary in 
the administration of the estates and 
trusts of your clients! Power should be 
given to the executor to deal with such 
a situation and thereby save taxes when 
possible. 

Let me give you an instance where, | 
through the proper analysis of the estate 
to be disposed of, further income tax 
economies might be realized. If the bene- 
ficiary to whom the gift of life income is 
being made has an independent income, it 
would seem clear to me that the gift of 
income by will would result in income 
taxes being paid in the higher brackets. 
Usually under such circumstances I like 
to consider the wisdom of providing for 
the payment of an annuity rather than a 
direction to pay the income. From an 
income tax standpoint, a payment of the 
income in the form of an annuity would 
not be included with the other income of 
the annuitant. Therefore, the income 
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from the estate and trust would be taxed 
to the trustee, resulting again in a con- 
siderable income tax saving on the prob- 
lem as a whole. * * * 


Constructive Proposals 


The Committee on Trust Matters of 
the New Jersey Bankers Association 
would welcome the formation of small 
groups of lawyers and trust executives to 
meet occasionally to discuss informally 
such matters. You know how valuable it 
is, or should be, to exchange ideas. Our 
Committee is hopeful that the law schools 
of this State may consider and make part 
of their curriculum practical, not legal, 
phases of these all important matters. We 
are ready and willing to cooperate to 
bring such a program into being. , 

A bill to increase fees for estates of 
$50,000.00 or less will be introduced in 
the present session of the Legislature. 
Favorable consideration by your Associa- 
tion of this bill when introduced will be 
helpful. 

A special committee of the Bankers 


Association is now making a study of all 


statutes authorizing investments for 
trust funds. This is a subject to which 
both of our Associations may well give a 
great deal of time and study. I am hopeful 
that this Committee will present its re- 
port of the progress being made at the 
annual meeting of our group to be held 
at Atlantic City in May next. The im- 
portance of the work is such that we can- 
not hope to complete it by that time, but 
I am sure that our Association will con- 
tinue this Committee so that bills may 
be drafted for presentation to the next 
session of the Legislature. Would your 
Association care to appoint a committee 
to cooperate with us in this matter? 

I need not tell you of the hardships 
and the many problems that are being 
created in this State and of the vast 
amount of business leaving New Jersey 
because of the right to tax intangible 
personal property at the same rate as 
real estate. Let us assume that your client 
had a deposit of $100,000 in a New Jersey 
bank on the first of October, 1935 and 
that the tax assessor of his domicile 
municipality, because of the great pres- 
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sure for additional revenue and the fact 
that the law permits such an assessment, 
assessed your client for the year 1936 on 
the basis of $100,000. If the tax rate in 
your municipality is $35 per thousand 
dollars, it would result in a tax bill of 
$3,500. I am sure you will readily agree 
with me that it was not worth that 
amount to have a deposit in a New Jersey 
bank on October first. 


Inconsistencies in Federal Revenue Act 


I feel it is my duty to ask you to con- 
sider some of the inconsistencies of the 
Federal Revenue Act. Great Britain has 
an Act that as a model the United States 
would do well to follow. Many provisions 
of our law are complicated and ambigu- 
ous, and in many cases the Commissioner 
has been amazingly broad in his in- 
terpretation of certain sections of the 
Act. Congress, in its efforts to close cer- 
tain loopholes in the Act, has gradually 
permitted unfair discriminations to creep 
in with the result that most taxpayers 
feel that the Act is extremely unfair in 
its application. All will recall the recent 
criticism of certain prominent men be- 
cause they used perfectly legal means to 
avoid and not evade taxes. 

A great deal of the present difficulty in 
the Act and its application is found in 
the Capital Gains and Losses section. 
Here are a few illustrations: 

The average man is certainly not 
familiar with the position taken by the 
Treasury Department that gain or loss is 
realized when a mortgagee bids in prop- 
erty at a sale held pursuant to the fore- 
closure of a mortgage. In fact it has been 
called to my attention that a certain 
member of the New York Bar had the ex- 
perience of learning at a conference with 
the Senate Finance Committee that sev- 
eral members of that Committee were 
not aware of the Department’s attitude 
and they, themselves, had foreclosed 
mortgages. 

All of you, no doubt, have experienced 
the difficulty of proving to the Treasury 
Department that stocks that could not 
be given away are, as a matter of fact, 
worthless. A number of securities no 
longer dealt in on the Exchange have not 
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yet been allowed as worthless by the De- 
partment. 

How many taxpayers are aware that 
selling stocks prior to a call for redemp- 
tion or retirement may make considerable 
difference in the income tax, although the 
proceeds are the same in each case? 

How many taxpayers realize the im- 
portance of selling particular certificates 
of stocks in order to identify the block 
intended to be sold, or understand the 
complex method of adjusting the basis of 
blocks purchased at different times and 
different prices when rights are sold or 
stock dividends received? Under the pres- 
ent requirements the trustee of a volun- 
tary trust is expected to obtain a complete 
record of the grantor’s books in order to 
continue the record as it is affected by 
rights, stock dividends, etc. Where the 
grantor conveys only a portion of an 
original block of securities which he has 
held, any operation by the grantor affects 
any part of the block and the trustee must 
be in constant contact with the grantor 
to keep the records straight. 

Few people are aware of the magnitude 
of the work involved in keeping income 
tax records in large Trust Departments. 
During the last ten years, we have seen 
the basis for determining gain or loss on 
property transmitted at death changed at 
least four times. First we used the value 
at the date of death; then the original 
cost to the decedent; then the date of 
distribution and now, the date of death. 

In Articles 166 and 167 the Commis- 
sioner appears to go far beyond the in- 
tent of the law and the Department 
undoubtedly expects to tax the grantor 
on trusts that have been considered, until 
now, taxable to the beneficiaries. And 
the sad part is that where the trust is 
irrevocable the grantor may reasonably 
find himself charged with a tax and no 
funds with which to pay. 

Under the regulations, if a man created 
an irrevocable trust, the income of which 
is to be paid to his wife for life, with re- 
mainder to their children and in case the 
wife predeceases the donor, the income to 
be paid to him during his life, the hus- 
band will be taxed on the income of the 
wife, although he has not received any 
of it and may never receive any. Even 
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Full Information and floor plans from 


W. H. ALBRIGHT, Manager 
Eight Miles of Glorious Boardwalk 





the Courts have held that income used to 
meet the grantor’s obligation is taxable to 
him. In the recently decided Schweitzer 
case the United States Supreme Court 
held that the settlor was taxable on the 
income used for the support of his three 
minor children, and in Douglas v Willcuts 
the same court held that the settlor was 
taxable on income of a trust, the pro- 
visions of which were incorporated by 
the State Court in its divorce decree in 
lieu of alimony. The reason of the Court 
was that the income was used to dis- 
charge an obligation of the former hus- 
band upon which the Court had placed 
a “particular and adequate sanction” and 
that the income should be taxed “against 
the one who through the discharge of his 
obligation enjoys the benefit of the in- 
come as though he personally received it.” 

I believe it is time for united action on 
the part of the Bar Associations, Bankers 
Associations, Chambers of Commerce, 
Accountants and all tax practitioners, 
looking toward the simplification and im- 
provement of the Federal Tax Law and 
its administration. 
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~ The Outlook for Railway Earning 


Power 


Allowing for heavier expenses this year in 
practically every. phase of operations, and based 
upon an estimated 10 per cent gain in traffic, 
Young & Ottley, Inc., investment managers, ex- 
pect the railways in 1936 to show a net income of 
approximately $162,000,000. This would be the 
first net reported by the steam carriers since 
1931. 

In a comprehensive study of The Outlook for 
Railway Earning Power, just issued, Young & 
Ottley, Inc., hold that despite inroads being 
made by competitive transport agencies, the 
railways will continue to move at least two- 
thirds of the nation’s freight. For the first time 
in years, it is maintained, passenger traffic 
appears destined for a revival. 

‘With 30 per cent of the country’s rail mileage 
in bankruptcy today, involving $2,500,000,000 
of defaulted bonds’, says the report, ‘the rail- 
way investor’s problem is more complex than 
ever before, but the old elements which 
determine the vitality of the railway industry 
remain. 

‘The present low level of carloadings is due to 
natural depression causes, not competition. 
The roads in the future should hold their own 
with all competitive transport agencies. In 1935 
the steam carriers developed 67 per cent of the 
revenue ton miles of the country as compared 
with 65.5 per cent in 1932. At least 25 per cent 
of the freight tonnage hauled last year by motor 
trucks—chief competitors of the rails—was 
controlled by the railroads and moved in rail- 
road owned trucks. Motor truck traffic is pre- 
dominantly consumers’ goods which is tradi- 
tionally more stable during a depression than 
the products of heavy industries. 

‘The railroads suffered severely during the 
depression because of their dependence on 
durable goods which normally supply half their 
traffic and which fell 55 per cent from the high 
level of 1923-29 to 1932. Any recovery of the 
heavy industries to the average level of this 
relatively prosperous seven year period would 
increase freight revenues substantially, prob- 
ably as much as $500 million. These calculations 
cover coal, coke, iron, ore, stone products, 
lumber, iron and steel products and cement. 

‘Discussing the passenger situation in detail, 
the analysis emphasizes that the crux of this 
problem continues to be the private automobile, 
not the bus or airplane. Automobile riders paid 
more than $4,600,000,000 for their transpor- 
tation in 1934—latest official figures—or 90 
per cent of the total amount which the public 
paid all transport agencies to be moved from 
one point to another. However, it cost 25 per 
cent less on the average to travel by railroad 
than by automobile. 


With any marked expansion of traffic, the 
report adds, the railroads will find modern 
equipment an immediate necessity. The main- 
tenance, repair and movement of locomotives 
and freight cars, it is pointed out, normally 
absorb about one-half the operating cost of 
railroads. Purchase today of 20,000 locomotives 
would still leave an estimated 47 per cent of all 
tractive power approaching obsolescence over 
the next five years. Rolling stock will also be 
needed with any sharp spurt in traffic because 
of the excessive cost of keeping old cars in good 
repair. Approximately 61 per cent of all freight 
cars are over fifteen years old, it was found, 
and their average capacity is 13 per cent less 
than modern freight cars. 


There is undoubtedly a danger of Govern- 
ment ownership of railroads, it is admitted, 
not because the general public desires it but 
because the trend of national policies may 
eventually force such action as the only solu- 
tion possible for a complicated situation. How- 
ever, as business revives and as railway earnings 
improve, the talk of Government ownership is 
expected to show a steady decline. 


The study reviews also the question of the 
status of the railroad investor under Govern- 
ment ownership, the problem of compulsory 
consolidations, and the saving in fixed charges 
possible through refunding operations and re- 
organizations. Further restrictive legislation 
seems inevitable for the railroads, in the opinion 
of Young & Ottley, Inc., who add that: 

‘The growing tendency of special groups, 
particularly labor, to secure protection through 
special legislation is one of the most serious 
developments to the railroad investor. Railway 
labor is already backing legislation designed to 
compensate and protect employes displaced by 
consolidations. The investor’s only protection 
against this legislative trend is to appraise 
continuously the significance of current events.’ 


The investment managers summarize the 
operating results expected this year in the 
assumption that gross revenues will be 10 per 
cent in excess of 1935. The forecast for 1936 is 
contrasted with operations at the bottom of the 
depression in 1932, and comparison is also made 
with the average performance during the heavy 
traffic period from 1923 to 1929. All operations 
for 1935 have been estimated inasmuch as final 
official figures are not yet available.* * * 

‘The extraordinary strides which the railroads 
have made in operating efficiency,’ explains the 
report, ‘is distinctly revealed in the above 
estimate indicating that 16.6 per cent of gross 
will be saved for net railway operating income 
in 1936. This compares with 14.4 per cent last 
year, with 10.4 per cent during the depth of the 
depression in 1932, and an average of 17.5 per 
cent during the 1923-’29 period.’ 





Guardianship of Veterans’ Funds by Fiduciaries 


Excerpts from Annual Report of the Administrator of Veterans’ Affairs 
and Explanatory Notes 


JAMES T. BRADY 


Solicitor, Veterans Administration, Washington, D. C. 


Editor’s Note: In response to our request for data on guardianship of 
funds of United States veterans, Mr. Brady had a special chart prepared 
showing comparisons of corporate and individual administration, with ex- 
planatory comments on the annual report of the Veterans Administration. 


S of June 30, 1934, there were 81,493 

beneficiaries under guardianship, of 

whom 38,103 were incompetent and 43,390 
were minors, under 69,403 fiduciaries. 

A summary of accounts of fiduciaries 
filed during this fiscal year follows: Receipts, 
$39,863,252.92; commissions allowed guar- 
dians, $1,241,416.92, of which $17,966.75 
was recovered as being excessive and 
$8,426.32 was allowed by the courts over 
protest; fees allowed attorneys for guar- 
dians, $450,460.68, of which $14,552.01 was 
recovered as being excessive and $2,449.53 
was allowed by the courts over protest; 
value of estates, $128,948,267.17, of which 
$102,573,024.57 was invested in accordance 
with State law (legal investments) , $1,269,- 
545.24 was not invested in accordance with 
State law (illegal investments), and $25,- 
105,697.36 was deposited in banking insti- 
tutions; amount embezzled and/or misap- 
propriated, $221,741.56; amount lost on 
deposits, $28,972.41; and amount lost on in- 
vestments, $88,740.88. 

The amounts reported as lost, due to bank 
failures and investments, include only the 
amounts for which the courts declined to 
hold the guardians liable; and do not in- 
clude future possible losses in cases yet to 
be adjudicated. On the other hand, while 
the amounts are shown as losses, subse- 
quent liquidation of the closed banks or in- 
vestments have resulted, or will result, in 
substantial recoveries in most cases. 

(From Annual Report of Administrator) 


It will be noted that the accompanying 
chart shows the number of Banks and Trust 
Companies acting as fiduciaries in our 
cases and the number of estates under their 
supervision. The same is shown with re- 
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spect to individual fiduciaries. The percent- 
age of wards under corporate fiduciaries 
is shown, as is the total amount of estates 
held by all of the fiduciaries for all of the’ 
wards; the losses on investments during 
the fiscal year 1935, and the percentage of 
such losses to the total of such estates. The 
“losses” are those allowed by the courts for 
credit in the guardians’ accounts, and of 
which, for this or other reasons, no re- 
covery could be made. The percentage col- 
umn figures are in decimals of one per 
cent as a base. The items are not broken 
down, however, as between corporate and 
individual guardians. 

It may be observed that only one State 
in the Union has no corporate guardians, 
namely, the State of New Hampshire. This 
is because the law of that State pertaining 
to beneficiaries of the Veterans’ Adminis- 
tration does not permit Banks and Trust 
Companies to act as guardians for such 
beneficiaries; and that in the other States 
the percentage of corporate guardians 
varies from 1% to as high as 69%. It is 
significant to note that the losses average 
slightly over six one-hundredths of one per 
cent, although there are ten States wherein 
no losses whatsoever are reported. In the 
others such percentage of losses runs from 
a low of one-thousandth of one per cent to 
a high of seven-tenths of one per cent. 
There is no particular correlation between 
the percentages of cases under corporate 
guardians and the percentage of losses. It 
can be stated, however, that in those States 
having a high percentage of cases under 
corporate guardians the work of the Vet- 
erans’ Administration in supervising such 
estates is more readily accomplished and 
with fewer proportional personnel. 
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Trust Investments 
Decisions Regarding Common Stocks in Trusts 


From address by J. FISHER ANDERSON 
Counsel, New Jersey Bankers Association 


Before Annual Convention of the Association, May 23rd 


NE of the pressing current problems is 

that which arises out of the inability 
to find suitable investments for trust funds 
at anything like a fair return of income, 
and the insistent demand of income bene- 
ficiaries that trust funds be invested to pro- 
duce a larger rate of income. It is my pres- 
ent purpose to discuss three of the recent 
decisions on the question of purchase of 
common stocks with trust funds as a hedge 
against inflation. 

Beneficiaries in some cases have been in- 
sistent that corporate fiduciaries invest in 
stocks and when confronted with refusal to 
do so have taken the position that the cor- 
porate fiduciaries are not properly protect- 
ing the trusts and estates which they repre- 
sent. This raises the question to what, if 
any, is the duty of a corporate fiduciary in 
situations in which it is limited to legal in- 
vestments by the trust or will under which 
it is operating, or where the trust or will 
is silent and it is limited to legal invest- 
ments. 

In the Stanford University case, the court 
granted the trustees of the University per- 
mission to invest part of the University 
trust funds in stocks as a hedge against loss 
through possible inflation. In that case the 
court found there was nothing in the Stan- 
ford trust which prevented the trustees 
from investing in securities other than 
bonds and government securities, and that 
the primary purpose of the trust was to 
provide an income for a definite purpose. 
The following is a summary of the court’s 
opinion: 

California Decision 
“The primary duty of the trustees of Stanford 
University is to see to it that the educational 
work is carried on as intended by the donors of 
the trust.” If the Stanford trustees believed they 
could obtain a higher income by investing part 
of their trust fund in common stocks, it was 
their right to make such investment in the best 
interest of the University. “I am of the opinion 
that the trustees may legally and properly make 
investments in the debentures and stocks of well- 
managed corporations of good reputation, long 


established, and also in such other securities as 
they, as prudent business men, may see fit to 


invest in.’’ Two questions were to be considered: 
First, were the trustees forbidden expressly by 
the terms of the Stanford Trust from investing 
in securities other than bonds and government 
securities? ‘‘* * * there is nothing in the grant 
to forbid such action.’’ Second, if such invest- 
ments were not expressly forbidden, was there 
any other inhibition in the terms of the grant 
itself to forbid it?..The general rule had been 
that “‘there reposes in the trustees the same re- 
sponsibility as a man would exercise in the care 
of his own property, and * * * this fact takes 
into account the element of speculation. * * * 
In studying trust funds I find that the general 
belief has been that trustees could not invest in 
anything other than bonds and Government se- 
curities.”” However, this principle had been dis- 
carded “‘more than 100 years ago by a Massa- 
chusetts Court.” 

Discussing trust funds further: “There are two 
types: First—in which the primary purpose is to 
maintain the body of the trust fund without 
regard to whatever income accrues—income as 
such being secondary consideration. Second—in 
which the trust fund is established to provide an 
income for a definite purpose.”” The Stanford trust 
fund was of the latter type, and, therefore, it was 
the duty of the trustees ‘‘not only to maintain the 
body of the trust but also to obtain from it suffi- 
cient income to carry out the purpose of the 
trust. * * * There comes a time in certain eco- 
nomic conditions when depressed monetary values 
give rise to doubt as to the ultimate safety of in- 
vestments in securities.” The securities of private 
corporations ‘‘are more amenable to the law.’’ The 
court then discussed advisability of men of pru- 
dent business ability to handle a trust fund as 
they would their own property, and to invest in 
stocks and debentures of well-managed corpora- 
tions “to obtain greater return than in Govern- 
ment securities and carry out the purposes of the 
trust.” 


New York Court Ruling 


The same question was presented in the 
case of in re Muller’s will in the New York 
Surrogate’s Court 280 N. Y. Supp. 345. The 
will involved authorized the trustees to 
retain securities left by the testator but 
contained no grant of power to make new 
investments in securities other than those 
permitted by the statute. The trustees peti- 
tioned the Surrogate’s Court for authority 
to invest in non-legals, the basis of the peti- 


tion being the following: 

“The petitioners (trustees) assert that an emer- 
gency had arisen which warrants the grant of 
this application by the court and justifies the 
exercise of power in the emergency to authorize 
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the departure from the statutory class of invest- 
ments. They assert (1) that inflation of the na- 
tional currency is reasonably probable; (2) that 
only so-called ‘“‘equity investments,” that is com- 
mon stocks or commodities, survive inflation; and 
(3) that the essential requisites for safeguarding 
investments during an inflationary period are 
elasticity and power in the fiduciary to act quick- 
ly. Specifically, they ask for permission to invest 
35 per cent of the fund in common stocks. 

They disclaim any purpose to increase the in- 
come for the benefit of the life tenants. They 
argue that in the event of inflation, legal in- 
vestments comprising government, state, and mu- 
nicipal bonds, mortgages on real estate, and cor- 
porate bonds which in normal times are regarded 
as safe become unsafe, and that representing 
debts rather than equities, a shrinkage in their 
intrinsic value is inevitable. Comparison is made 
with the postwar economic conditions in Germany 
and France whereby the intrinsic values of com- 
mon stocks were preserved despite the inflation 
of currency and the devaluation of the mark and 
the franc. It is asserted that the experience of 
those countries proves that even the value of 
government bonds was greatly impaired in the 
ease of France or entirely destroyed in the case 
of Germany. The testimony of economic experts 
has been submitted to the Surrogate by the peti- 
tioners in support of their contentions.” 


The court denied the application saying in 


part: 


“Research, however, on the part of counsel for 
the petitioners and by the Surrogate has revealed 
no case where a new investment outside of the 
class of legal investments has been authorized or 
countenanced by our courts. The situation in the 
estate in the present proceeding is no different 
from that in thousands of other trusts, testa- 
mentary or inter vivos. Any change in policy is 
of the utmost gravity because of the billions of 
dollars held within the class of legal investments 
not only by trustees but by guardians of infants 
and by committees of incompetents. 

“A definite program of immediate or impend- 
ing inflation or the unrestricted issuance of fiat 
money has been denied by the responsible govern- 
ment officials of this country. The question, how- 
ever, is not wholly within executive control, for 
Congress might embark upon a program of infla- 
tion despite executive disapproval. It is futile to 
indulge in the possibilities or probabilities of such 
a course. The question here is inherently one of 
judicial power. Should the courts be permitted to 
vary and amend the statutory class of invest- 
ments by a process of judicial discretion upon the 
urging of executors, trustees, or those interested 
in estates? Assume that the terms of the will do 
not authorize any departure in the making of new 
investments. The hope of a trustee of a rise in 
common stocks, as prophesied here by counsel for 
the petitioners, might move a court to act if 
power existed in the emergency. On the other 
hand, in other periods, for example in the era of 
wild speculation and subsequent decline in value 
of common stocks between 1928 and 1933, such 
authorization would have led to the great impair- 
ment or destruction of trust estates. If invest- 
ments in common stocks may be permitted in dis- 
regard of the law, trustees in other estates might 
well urge the grant of authority to invest in 
commodities, including wheat, cotton, coal, or 
metals. Other trustees might find support for the 
rise in real estate values in inflationary periods 
in other countries, to urge the court to approve 
an investment in realty equities. Such a system 


would inevitably lead to instability of investments 
depending upon the speculative whims of trustees 
and the individual mental disposition of the court 
to which the application is made. To vest this 
jurisdiction in the courts and to permit departures 
from the class of legal investments would be 
extremely unwise.”’ 

“The present system for the delimination of the 
class of investments of trust assets by statute is 
part of the public policy of this state. * * * 
Despite the broad jurisdiction in trusts now pos- 
sessed by the Surrogate’s Court, which is as com- 
prehensive as that possessed by the former Chan- 
cellor, I know of no power in any court to 
disregard the command of the Legislature and to 
declare an investment to be lawful which the law 
givers have declared to be unlawful. Cruger v. 
Jones, 18 Barb, 467. If there are considerations 
which justify the charge of the class of legal in- 
vestments they should be addressed to the Legis- 
lature.’’ 


The Illinois Case 


The opposite view is found in the case of 
Matter of Mallon, Ill. Prob. Ct. Sangamon 
Co. decided June 20, 1935. In that case a 
guardian petitioned the Orphans Court for 
authority to invest $2,100. of its ward’s 
funds in obligations of the United States 
Government. In denying the petition the 
court held that Government securities at the 
present time do not yield sufficient return 


‘and are not desirable investment for ward’s 


funds. The Court said: 


“For the past several years we have been under- 
going one of these periods of deflation, and dur- 
ing this period of business uncertainty and lower- 
ing prices, the investment public has turned to 
government obligations as a cyclone cellar in which 
to place its investments. * * * “‘Looking about us 
today we see evidence upon every hand that busi- 
ness recovery is in progress, and that the end of 
the depression is at hand. Everything points to the 
fact that we are upon the eve of a period of in- 
flation. * * * 

“In view of the fact that the national debt is 
today almost 29 billion dollars, the highest point in 
our history, we may safely say that there is a 
greater saturation of investments in government 
bonds among our people than ever before, and 
since we judge the future by the past, a look into 
the past is sufficient to convince us that just as 
soon as the rank and file of our people become con- 
vinced of the truth of the assertion hereinabove 
made that we are upon the eve of a period of in- 
flation, there will be a wild rush to convert the 
low interest bearing investments in government 
obligations into higher interest bearing industrials 
and tangible property, and we will witness a 
repetition of the experience of the early 20’s when 
government bonds sunk below 85 under similar 
conditions. 

“In view of these facts, this Court does not con- 
sider that an investment in government obliga- 
tions at this time, when they yield only about 2 
per cent return, is a judicious investment for a 
Conservator to make of its ward’s funds. * * * 
Certainly it is not judicious to risk the loss of 15 
per cent of the principal in the hope of earning a 
mere 2 per cent return thereon. 

“The above sets forth the best judgment of this 
Court as to the economic situation existing at the 
present time. However, should anyone take issue 
with the views hereinabove expressed by this 
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Court as to the imminence of inflation and economic 
recovery, the answer to such objections is, that if 
we are not on the verge of inflation and economic 
recovery, then the situation is growing steadily 
worse. If this be true, at the present rate of spend- 
ing, the government is going in the hole at the rate 
of about 281 million dollars per month, and the day 
is not far distant when faith in government credit 
will be lost. Whenever this happens there will be a 
general disintegration of the whole conomic struc- 
ture, and government bonds will be practically 
worthless. It is the opinion of this Court that such 
a situation is not imminent, but you can take either 
horn of the dilemma you choose, and you still get 
the same answer. Government bonds are not desir- 
able investments for wards’ funds at this time. * * * 


So far as I know there has been no ap- 
plication to any court in this state for leave 
to invest trust funds in common stocks 
where the corporate fiduciary is limited 
to investments legal for trust funds. 

The Legislature of this State, in the 
statutes specifying which investments are 
legal for trust funds, has declared the 
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policy of the State on this question and 
in my opinion the courts of this State 
would reach the same conclusion as reached 
by the Surrogate of New York County that 
any change is for the Legislature to make 
and not for the court. 

In trusts and estates where the corporate 
fiduciary has the power to invest in non- 
legals, I know of instances where common 
stocks have been purchased, that is common 
stocks of long established companies with a 
consistent record of earnings over a long 
period of years where the financial and 
earnings statements and the status of the 
industry seem to warrant such purchases. 

In these cases, however, in case of loss 
the corporate fiduciary’s liability will be 
determined according to the rule of whether 
it acted in good faith and with such reason- 
able discretion as the average man would 
use under the same circumstances. 





Extracts from 
Report of Committee on Trust Policies 
of the 
Trust Division, A. B. A. 


few most pressing business problem of 
bankers and trust men with respect to 
trust business — the one that calls for 
prompt and constructive action — is that 
of placing trust business on a paying basis 
and keeping it there. 

After taking the opinions of represent- 
ative trust men from every section of the 
United States, the Committee finds that 
the following reasons are assigned for the 
fact that trust business is not on a paying 
basis: 


Causes of Lack of Profit 


1. That fees for trust service are based 
upon out-of-date statutes and customs... . 

2. That fees are split with individual co- 
executors and co-trustees. ... Even where 
an attempt has been made to apportion the 
compensation on the basis of the work done 
and responsibility assumed, the individual 
co-executor or co-trustee is frequently re- 
ceiving a disproportionately large share of 
the compensation. 

3. That trust business, which at the pres- 
ent time is still in the process of adminis- 
tration, was originally accepted on an un- 
profitable basis. . - In some cases the 
trust man, even though he fully realized 


the expense and responsibility involved, was 
influenced by considerations of policy to 
accept trust business on an unprofitable 
basis. 

4. That the gross earnings of the trust 
department are based upon a diminishing 
factor, namely, the income rather than the 
principal of the trusts under administra- 
tion. In most sections of the United States 
it is still customary to base the trustee’s 
compensation upon the income received. 

5. That the costs of trust administration 
are mounting. In addition to the increasing 
cost of servicing trust property, there are 
the increased costs of meeting governmental 
requirements with respect to (a) tax re- 
ports, tax returns, and other tax informa- 
tion, (b) examination, supervision, and reg- 
ulation of trust departments, and (c) other 
required information about the trust de- 
partment or the trust business. 

6. That trust institutions have not cen- 
tralized responsibility either for fixing or 
for collecting compensation. 

7. That in some cases courts have been 
disinclined to allow adequate compensation. 
The fault here is not so much that of the 
court as of the trust man himself. The 
executor’s or trustee’s compensation, when 
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stated as a lump sum, may appear to the 
court to be a large sum. Not being advised 
of the number, variety, or responsibility 
of the services rendered by the trust in- 
stitution, the court may be disposed to re- 
duce the compensation to an amount which 
is apparently more reasonable. If the court 
were fully advised of all the pertinent facts 
with respect to the cost and responsibility, 
it would understand at once that the sug- 
gested compensation is reasonable and 
would make the allowance without re- 
luctance or hesitation. 

8. That the trust department does not 
have a sufficient volume of trust business. 

9. Other reasons that have been assigned 
for the unprofitableness of trust business 
in some cases are (a) that under the terms 
of the trust instrument the trust estate has 
been distributed in instalments, no provision 
having been made for adequate commission 
on each portion of principal distributed, so 
that upon the termination of the trust there 
is no principal against which the trustee 
can charge the principal commission, (b) 
that under the trust instrument the trustee 
has had unnecessarily to set up numerous 
sub-trusts, thus needlessly increasing the 
bookkeeping and accounting connected with 
the administration of the trust; and (c) 
that perhaps trust institutions have over- 
looked opportunities to render new or un- 
usual but none the less profitable or proper 
fiduciary services. 


Attaining a Paying Basis 


There is only one way whereby trust 
business ever can be placed upon a paying 
basis, and that is by making the compen- 
sation for trust service greater than the 
cost of rendering it or, conversely, by mak- 
ing the cost less than the compensation. ... 
It should be clearly understood that the 
Committee is emphatically opposed to any 
means of reducing cost that tends to lower 
the quality of trust service. It would be 
infinitely better for a bank or trust com- 
pany to withdraw from trust business than 
to profit at the expense of first-class trust 
service. Likewise, as to every statement 
hereafter made with respect to increasing 
the compensation for trust service, it should 
be understood that the Committee is also 
uncompromisingly opposed to any com- 
pensation for which the trust customer 
does not receive full value. Furthermore, 
the Committee does not believe that the 
compensation for one kind of trust service 
should be loaded to balance the loss on 
other kinds. 

Trust business 


is a business, not a 
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charity; consequently, a trust institution 
should not be expected to make contribu- 
tions to its customers of uncompensated 
services any more than it would expect to 
receive contributions from them for un- 
rendered services. This does not refer to the 
limited amount of free or inadequately 
paid service that the trust institution al- 
ways will have to render, and should render 
cheerfully, in meeting its social obligations 
to the community. 


Reducing Costs 


The following steps—some of which are 
at best only indirect means to the end—are 
suggested for reducing the cost of trust 
business: 

1. Make a cost-analysis of the trust de- 
partment. 

2. Adopt and adhere to trust department 
budget. 

3. Eliminate free services. After due al- 
lowance for the limited amount of free and _ 
reduced price services for charities that the © 
trust department as a quasi-public institu- 
tion may have to render, the trust depart- 
ment should address itself to the elimina- 
tion of all other free services. 

4. Study statistical division with special 
reference to economies. 

5. Consider possibilities of centralized 
statistical divisions in local trade-areas. The 
Committee recommends that the trust de- 
partments in the smaller cities and in the 
less populous trade-areas consider the pos- 
sibility of establishing a centralized re- 
search and statistical organization and pro- 
rating the expense. 

6. Study the economy of mechanical la- 
bor-saving devices. 

7. Study cost of securing new trust busi- 
ness. 

8. Eliminate obsolete forms and unneces- 
sary copies. 

9. Centralize billing for fees and commis- 
sions. 

10. Simplify and reduce cost of compliance 
with government requirements. There is a 
real possibility of reducing the cost of trust 
department operation through simplifying 
the cost of compliance with governmental 
requirements with respect to trust business. 
This, to be sure, requires the cooperation of 
the governmental authorities. The further 
simplification and unification of the trust 
examiners’ examination and report are in- 
stances in point. Trust departments, in set- 
ting up their operative records, should have 
in mind the requirements of the govern- 
ment examiners and auditors, and in so far 
as practicable should accommodate their 
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records to these requirements. Also a sim- 
pler method of taxing estates and trusts 
may be found, and the number of taxes on 
estates and trusts may be reduced. 

11. Establish common trust funds for 
small trusts. The Committee believes that, 
once the present tax problems connected 
with common trust funds have been solved, 
the establishment of common trust funds 
primarily for use in connection with small 
trusts will do more than any other one 
thing to reduce the cost of operation of 
trust departments. 


Increasing Earnings 


The Committee is of the opinion that the 
compensation of the trust institution may 
be made gradually to exceed the cost and 
to approximate the value of the service to 
the customer in the following ways: 

1. Have the trust institutions of the 
United States raise their fees at least to 
the point suggested by the Committee on 
Costs and Charges in its Guide to Trust 
Fees With Recommended Cost Accounting 
System. 

2. Study new methods or standards for 
trust charges. This Committee recommends 
that the Committee on Costs and Charges 
inaugurate and carry on a special study of 
new methods or standards for trust charges. 
It is suggested that such a study include 
among other things (a) the feasibility and 
desirability of making general the practice 
which already obtains in the West and as 
far east as Chicago of basing the trustee’s 
annual fee on principal instead of on in- 
come. It might also include (b) the pro- 
ration of the annual fee, however based, 
between income and principal, in accord- 
ance with the wishes of the settlor or testa- 
tor. Still further, it might include (c) the 
charging of additional fees for extraordi- 
nary services, especially services growing 
out of the management of real property 
and business enterprises. It might even in- 
clude (d) the basing of fees upon the 
activity of the account as fees for corpo- 
rate agency services are already based, for 
which we have a precedent in the English 
practice. In addition to the usual fees on 
income and principal, the English executor 
and trustee companies charge a manage- 
ment fee based upon activity. 

3. Obtain raise of statutory fees. In a 
few states executors’, administrators’, 
trustees’, and guardians’ fees are fixed by 
statute. In some of these states the statu- 
tory fees are admittedly inadequate and 
the basis of fixing compensation is out of 
date. While the Committee does not recom- 
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mend the enactment of statutes in other 
states to fix fees, it does recommend that 
the present statutes should be modernized 
by taking into account present economic 
conditions. 

4. Adopt and adhere to uniform schedules 
of fees. 

5. Bring compensation for present busi- 
ness up to standard rates. As to trust busi- 
ness already on the books and being carried 
at a loss, the Committee recommends that 
an effort should be made to bring compen- 
sation up to the present standard rates. 
In some cases this can be accomplished by 
agreement with the settlor or principal who 
is still living; in others, by agreement with 
the adult beneficiaries; in still others, by 
an order of court. 

6. Prepare case before presenting a bill 
for services rendered. 

7. Soliciting personal trust business in 
other areas. A trust institution soliciting 
personal trust business within the area of 
a trust association other than that in which 
it is located should not quote fees lower than 
those prevailing in the area in which it 
solicits the business nor less than those 
prevailing in its own area. 

8. Assemble national statistics on costs 
and charges. 


Property Rights 

Human rights and property rights are in- 
separable, stated former Governor Alfred E. 
Smith, in a recent address. 

“There is no such thing,” he said, “as hu- 
man rights without property rights. The 
difficulty is that we are lacking in an under- 
standing of what constitutes property. There 
is where our trouble is: one of the things 
guaranteed by the Declaration and the Con- 
stitution to every American citizen, high or 
low, no matter what may be his rank or 
station in life, is the right to work, to earn, 
to save and to acquire property and be pro- 
tected in the peaceful and lawful use of that 
property when acquired.” 


Preserving Capitalism 
Many of the current tax proposals in 


Washington contemplate the “actual de- 
struction of the capital upon which our eco- 
nomic society depends,’ Professor Raymond 
Moley warned, at the annual dinner of the 
National Economy League. 

Defending capitalism, he pointed out that 
a wide distribution of wealth already had 
taken place in America through increase in 
insurance policies and savings accounts, and 
wider distribution of stock ownership. 
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Court Decisions 


Investments — Liability — Surcharge 
of Trustee for Failure to Present 
Called Bonds for Redemption. 


Wisconsin—Supreme Court 
In Re Church’s Will, 266 N.W. 210 
Decided March 31, 1936. 


A trust company in Milwaukee, herein- 
after referred to as the testamentary trus- 
tee, held as such trustee two bonds issued 
by a Catholic congregation in the same city 
under a trust indenture which authorized 
the calling of the bonds on any interest date 
upon publishing notice once a week for three 
weeks prior to the redemption date in a 
“newspaper of general circulation in the 
City of Milwaukee.” The trust indenture also 
authorized the mortgagor to deposit the re- 
demption money with the trustee under said 
indenture, and authorized the latter to re- 
lease the mortgage upon the making of such 
deposit and the maturing of the bonds by 
call. 

In the spring of 1931 the congregation de- 
cided to redeem all of its bonds, amounting 
to $113,000, and notice of such redemption 
to be made on April 1 was published on 
March 4, 11 and 18 in the Milwaukee Jour- 
nal, a prominent Milwaukee newspaper. At 
various dates prior to April 1 the money 
for the redemption was paid by the congre- 
gation to the trustee under the indenture, 
the last payment being made March 31; 
and on the latter date said trustee executed 
a release of the mortgage, which was duly 
recorded on April 1, and its recording was 
published the following day in the Daily Re- 
porter, a daily newspaper devoted to the 
publication of legal proceedings and the 
records of public offices. 

The testamentary trustee, which was hold- 
ing the two bonds, had one of its employees 
examine each day the Daily Reporter and 
one other Milwaukee newspaper, together 
with two Chicago papers and the publica- 
tions of Standard Statistics Company, but 
not the Milwaukee Journal. The notice for 
the calling of the bonds did not come to the 
testamentary trustee’s attention, and its 
employe who examined the Daily Reporter 
failed to note the recording of the release 
of the mortgage. The redemption money re- 
mained in the hands of the trustee under 
the trust indenture until April 27, except 
as it was used for making redemptions of 
bonds presented up to that date (amount- 


ing to about two thirds of the entire issue), 
but on that date the balance remaining in 
the fund was misappropriated by said 
trustee, which went into bankruptcy six 
weeks later. The beneficiaries under the 
testamentary trust sought to surcharge the 
account of the testamentary trustee because 
of its failure to present the bonds for re- 
demption, and such surcharging was ordered 
by the county court. 


HELD: The trust company is liable for 
the loss. 


“The mere fact that the trust company did not 
search the Milwaukee Journal daily for such an 
announcement might not, standing alone, nec- 
essarily warrant holding that it was negligent 
in that respect. But the fact that it failed to 
acquire knowledge of the call for redemption 
from the publication of those notices in three 
weeks, although the holders of two-thirds in 
amount of the bonds acquired such knowledge and 
acted upon it in time to realize on their bonds, 
and such knowledge was equally available to it, 
well warrants holding that the trust company’s 
failure to acquire that knowledge constituted 
negligence, which resulted in its failure to present 
and to realize on the bonds. Its failure to per- 
form its duties in those respects cannot be excused 
on its contention that it was impracticable for it 
to examine publications in 22 papers which were 
listed on the trial as newspapers published in the 
city of Milwaukee, and that, therefore, it could 
not be required to do so. With but four or five ex- 
ceptions, those papers, as is apparent from most 
of their names, were either denominational, 
foreign language, or mere neighborhood papers, 
that could not be considered eligible under the 
mortgage provision requiring publication of the 
notice of redemption in a newspaper of ‘general 
circulation in the city of Milwaukee.’ * * * 

“It may be true, as the trust company con- 
tends, that it was holding (as trustee) 1,700 
other issues of bonds, as to which notices of re- 
demption might have been given in 400 or more 
publications, and that it would be impracticable 
for it to examine all of them. Nevertheless, that 
likewise does not preclude holding that, as to the 
bonds in suit, issued and secured as they were by 
a mortgage recorded in the city and county in 
which the mortgage trustee and the trust com- 
pany had their places of business, the latter was 
negligent in failing, in the exercise of ordinary 
eare, to learn, by reason of the publications of 
the notice of redemption in the Milwaukee Jour- 
nal, admitted to be ‘one of the prominent news- 
papers in Milwaukee,’ and by reason of the 
publication of the fact of the recording of the 
mortgage release in the Daily Reporter, which 
appellant’s employee examined daily as to such 
matters, that those bonds had been duly called 
and were to be presented for payment on April 
1, 1931. It would certainly seem that professional 
trustees, who obtain appointments as such be- 
cause, by reason of their large volume of such 
business and consequently better facilities, they 
are considered better qualified for managing trust 
estates and investments than private individuals, 


24 nea 


AOE ce bee ects 


ei iy 


5, 


= 


7 edi. 





ERE EME SPR eon, 


pict a 


SUSE 


and who function as such trustees largely for 
local estates having local investments, can reason- 
ably be expected, in the exercise of ordinary care 
in respect to securities held by them in trust, 
which were issued locally and are subject to call 
upon notice published in but one newspaper ‘of 
general circulation in the city,’ to follow the status 
of such securities by carefully examining at least 
the more prominent of the five or six newspapers 
of general circulation in that locality.’ 

The testamentary trustee further claimed 
it was relieved of responsibility by pro- 
visions in the will under which it acted as 
trustee, exempting it from liability “except- 
ing only for bad faith shown in the exercise 
of its discretion or for failure in such exer- 
cise to use such reasonable care and judg- 
ment as prudent men ordinarily apply to 
their own business affairs.” The court held 
otherwise, however, stating that no discre- 
tion was involved in the matter under con- 
sideration, and that the failure to see the 
redemption notice was a failure to exercise 
“such reasonable care and judgment as pru- 
dent men ordinarily apply to their own 
business affairs.” 

The court further held that upon the de- 
posit of the redemption money with the 
trustee under the trust indenture, the latter 
became the agent of the bondholders to re- 
ceive payment of their bonds and the mort- 
gagor was relieved of responsibility for the 
proper application of the fund; also that the 
mortgagor’s failure to deposit the redemp- 
tion money sixty days prior to the redemp- 
tion date, as required by the trust indenture, 
was a detail that could be and was waived 
by the trustee under the indenture, the de- 
posit having been completed on March 31, 
which was one day prior to the time fixed 
for redemption. 


Individual Sues Himself as Executor 


“It takes two to make a lawsuit,” said 
Vice-Chancellor John O. Bigelow of Newark, 
N. J., in a recent hearing in which David 
N. Shippee, individual, brought suit against 
David N. Shippee, executor of the wills of 
his two sisters. 

Mr. Shippee, individual, contended he was 
entitled to the estates entirely and prayed 
the court to turn them over to him. He 
further pleaded that as executor he was not 
entitled to the estates of his sisters. Two 
lawyers were hired by Shippee, one to de- 
fend him as executor and the other to rep- 
resent him as individual. 

The Vice-Chancellor ruled that if Mr. 
Shippee neded help to determine whether 
he was entitled to the estates “let him in 
his sundry capacities bring before the court 
the other parties interested in the estates.” 
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Wills—Validity of Provision in Will 
Directing Disposition of Testator’s 
Body. 







California 
Estate of Henderson, 85 C. A. D. 879,—Cal. App. (2d) 
—, Decided, April 27, 1936. 

Testatrix’ will gave $20,000.00 to trustees to 
erect mausoleum in which body of testatrix and 
of her predeceased husband and child were to be 
placed. Will not contested and decree distribut- 
ing legacy in trust for purposes stated became 
final. Thereafter Y, sister of testatrix and her 
nearest relative, objected to removal of remains 
from cemetery where originally interred. This 
proceeding evidently filed in probate cause by 
mausoleum trustees for instructions as to further 
action in carrying out provisions referred to. 
Order denying relief to trustees reversed. 


HELD: Person possesses certain elements of 
proprietary interest in his body sufficient to 
enable him to make valid directions as to place 
and manner of interment, which directions if 
reasonable and appropriate may be judicially 
enforced. Court distinguishes Enos v. Snyder, * 
131 Cal. 68, where expressed wish in will that 
disposition of testator’s remains be according to 
wishes and directions of a non-relative was held 
to yield to wishes of his widow. In present case 
no delegation to anyone, but clearly expressed 
direction from textatrix herself. 

Court declined to express opinion as to 
whether finality of decree admitting will to 
probate and of decree of distribution constitutes 
bar to present proceeding. 
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